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Objects of the Taylor Society Incorporated 


The objects of this Society are, through research, discussion, publication and other appro- 
; 1. To secure—for the common benefit of the community, the worker, the manager and the 
employer—understanding and intelligent direction of the principles of administration and manage- 
ment which govern organized effort for accomplishing industrial and other social purposes. 
| 2. To secure the gradual elimination of unnecessary effort and of unduly burdensome toil in 
} | the accomplishment of the work of the world. 
3. To promote the scientific study and teaching of the principles governing organized effort, 
and of the mechanisms of their adaptations and application under varying and changing conditions. 
4. To promote general recognition of the fact that the evaluation and application of these 
principles and mechanisms are the mutual concern of the community, the worker, the manager and 


the employer. | 
5. To inspire in labor, manager and employer a constant adherence to the highest ethical 


Be conception of their individual and collective responsibility. 
be 


Membership 


The membership of ‘the Society comprises Members, Junior Members, Honorary Members, 
i Life Members, Firm Members, Contributing Members and Student Associates. Application — for 
_ membership should be made on a regular form which may be secured from the Society. New 


| members may be elected directly to the grades marked*. 

| ' | 1. *Member: An individual interested in the development of the science and the art of management as 
if engineer, executive, operative, scientist, investigator or teacher. Minimum age 28. Initiation Fee, 
- $15. Annual dues including subscription to the Bulletin, $20. 

a 2. *Junior Member: A younger member. A Junior Member may become a Member without payment 


if | of additional initiation fee at 28 years of age and must change to Member at 30 years. Initiation Fee. 
t oe $5. Anpual dues including subscription to the Bulletin, $10. 
vernment serv- 


For any of the above grades a person engaged in educational work, state service, 
1 pay one-half 


ice or the service of any other non-commercial enterprise of an eleemosynary nature 
the initiation fee and phe the annual dues of the grade to which elected. 
i 3. Honorary Member: member elected by the Board of Directors for exceptionally distinguished service in 
‘ the advancement of the science and the art of management. 

4. *Life Member: Any Member who has prepaid all dues by the payment of $500. 

5. *Firm Member: A firm or organization interested in the advancement of the science and the art of 
management which desires to make the service of the Society available to members of its organiza- 
tion. A firm member designates two representatives (who may be changed from time to time at 
the organization’s discretion) who have all the rights and privileges of membership except the right 
to vote and to hold office. Annual dues, including two subscriptions to the Bulletin, $40. 

6. *Contributing Member: Any individual, firm or organization desiring to promote the work of the So- 

’ _ Ciety by an annual contribution of $100 or more. A contributing member has all the privileges of 
heuer or firm membership, as the case may be, including one subscription to the Bulletin 
or each $20 contributed. 

7. *Student Associate: A regularly enrolled student of management in any school of engineering, business 
administration, commerce or arts, of collegiate rank, or a graduate of such institution who has applied 
for membership not later than one year after graduation, elected upon recommendation of the instructor 
in charge of management courses. A Student Associate may become a Junior Member, without 
payment of initiation fee. any time after graduation and must become a Junior Member at the age 


of 25. Annual dues including subscription to the Bulletin, $3. 


All dues are payable in advance, either annually or in semi-annual instalments. The fiscal 
year is November 1 to October 31. Members elected other than at the beginning of the fiscal year 


are charged pro rata (quarterly) for the first year. 
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Comment 


N THE quality of the papers, discussions, 
attendance and interest, the spring meeting in 
Philadelphia, April 30-May 1, was the equal of 

any meeting which the Society has held. For this 
gratifying record the Society is indebted not only 
to the immediate participants, but also to Phila- 
delphia members and a general committee of dis- 
tinguished commercial and industrial leaders of 
the city. The first installment of papers and dis- 
cussions appears in this issue of the Bulletin. 


which are accustomed to report at length 

the substance of public addresses will dis- 
close that during the past winter there has been 
an unprecedented number of suggestions concern- 
ing “ways out” of present commercial and indus- 
trial troubles. In several addresses the Managing 
Director of the Taylor Society has ventured to 
make suggestions more comprehensive and less 
political in nature than those usually reported. It 
should be borne in mind that these are not official 
suggestions of the Taylor Society but an example 
of that individual speaking which the Taylor So- 
ciety encourages. Dr. Person’s suggestions have 
been labeled— 3 


A Four-Plank Platform 


1. Industry should undertake a vigorous and 
sustained campaign for the promotion of scientific 
management of individual enterprises. One of the 
causes of the present debacle is the unstabilizing 
influence of badly managed enterprises in competi- 
tive industries. Whatever collective efforts may 
be made to promote regularization, their effective- 
ness will depend upon the wise management of 
all constituent enterprises. 


2. Industry should establish some form of uni- 
versal unemployment compensation. The burden 
of establishing the necessary fund should rest upon 
industry, and each enterprise should contribute to 
the fund in direct ratio to its spread between 
maximum and minimum payroll. Such a system 
of unemployment compensation would have two 
effects: it would stimulate enterprises to regularize 
their employment, just as accident compensation 
has stimulated them to eliminate causes of acci- 
dents; and it would establish a basic widely dis- 
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tributed, constant purchasing power among wage- 
earning consumers. : 
_ 3. Industry should undertake to secure the re- 
placement of accumulated “anti-trust” legislation 
by a system of comprehensive, codified legislation 
having the same purposes. These laws have been 
passed in a piece-meal, makeshift manner without 
definite ultimate objectives and unifying principles. 
The new legislation should have two objectives 
brought into harmony: safeguarding of society 
from monopolistic and other exploiting industrial 
activities; and freedom of industries to integrate 
for the purpose of promoting regularization. 

4. Industry should establish a system of planning 
for its collective activities which would direct the 
efforts of its constituent individual enterprises 


- toward a relationship of constant balance between 


consumer demand and the application of capital 
and labor to production. The technique of such 
collective planning should be worked out by exper- 
iment and experience. In its early stages at least, 
large results could be achieved by the publication 
of revealing current data concerning the state of 
industry (by specific industries and their functional 
activities, and by regions), by forecasts of tenden- 
cies, and by specific public recommendations to 


‘various industries on the part of a National 


Economic Council. 


Charles Bay 
May 15, 18739 : May 10, 1931 


ee sudden death of Charles Day on May 10 


was a shock not only to the many friends who 
knew ‘his: personality but also to that wider 


‘ business community which had observed and ad- 
_ mired his business career. He was a founder mem 


ber of the Taylor Society, and although he wrote 
the record of his creative work in the organization 


_, and procedures of his own enterprises, instead of in 


general personal consulting practice or in many 


‘ books, in the scientific management movement his 


name belongs with those of Taylor, Dedge, Good- 


_ rich, Gantt and Gilbreth. 


He was born in Philadelphia May 15, 1879, and 


was graduated Mechanical Engineer from the Uni- 
. versity of Pennsylvania in 1899. After apprentice- 
. ship in engineering he became in 1901 a member 
. of Dodge & Day, specializing in engineering, man- 
agement and construction work. In 1911 was or- 
_. ganized Day & Zimmermann, Inc., engineers, con- 
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tractors, management auditors and managers, a firm 
of which he was at first president and at the time 
of his death chairman of the board. This firm made 
a notable record in construction, equipment and 
management of industrial plants, electric-light plants 
and railroads. Mr. Day had many other business 
interests and was a director of many industrial and 
public-service corporations, among them the 
Pennsylvania Railroad, Fidelity-Philadelphia Trust 
Company and the Interborough Rapid Transit 
Company. In addition to these major business in- 
terests he was a member of the civilian board ap- 
pointed by Secretary of the Navy Meyer to inves- 
tigate the efficiency of the Navy Yards, and during 
the World War a member of various boards: the 
Storage Committee of the General Munitions Board, 
the Depot Board appointed by the Secretary of 
War, engineering advisor of Col. House’s Commis- 
sion, Special Mission to France of the Secretary of 
War, and board of trustees of the Emergency Fleet 
Corporation. He was a member of the board of 
Franklin Institute and a trustee of the University 
of Pennsylvania. 

Although not a voluminous writer, he contrib- 
uted a considerable number of articles to technical 
magazines, and his only book, “Industrial Plants,” 
was a significant pioneer work. 

To those who knew him intimately es Day 
was more than is indicated by this formal recital 
of connections. Although quiet, modest, retiring 
and with a personality of lovable simplicity, he had 
the power and influence which come from energy, 
a scientific mind, vision, a public spirit and fearless- 
ness. Whatever the enterprise or institution in which 
he assumed a responsibility, that responsibility was 
exercised to help its progress in the direction of 
public service. Identified with an industry which 
has had a continuing struggle with public opinion, 
his energy was ever exerted to bring them into 
harmony. No personal or institutional interest 
could turn him from the path of truthfulness. His 
testimony before a public service commission was 
never subtly fashioned to promote private as against 
public interest. He told the facts with scientific 
impartiality. Representatives of the public interest 
respected, admired and valued him. If ever the 
time comes when American industry feels the need 
of a national planning council, the personality and 
work of Charles Day may well serve as the model 
for specifications for its membership. 
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Planning Industry’ 
A Plea for Balance Between Labor Saving and Labor Utilization 


By ROBERT J. McFALL 
Chief Statistician for Distribution, Bureau of the Census, Department of Commerce, Washington, D. C. 


LANNING on the scale of any single industry 
Pp cannot be successfully put into effect without 

taking into consideration the activity of busi- 
ness in general and the purchasing power of the 
potential buyers. 

A fairly successful program might be developed 
for a specific industry if it were possible to fore- 
cast the gyrations of the general business world. 
At best, however, this would be but a second-rate 
basis for planning, for no industry can reach its 
' optimum while the rest of the business world is 
sick half of the time. Moreover, even with the 
aid of intricate statistics, true prophets seem to 
be few in this generation. 

Truly successful planning, for any permanent in- 
dustry, must include provision for a fair degree of 
stabilization within the industry and for such de- 
velopment of its markets as may be secured and 
maintained. Such planning should be based upon 
stabilization and the healthy development of gen- 
eral business. If the business world in general is 
liable to severe and unforeseeable disturbances, no 
plans for any specific industry can be very depend- 
able. If our general economic world is in danger 


of serious and more than temporary retrogression, 


any plans on the scale of a single industry are 
Jikely to prove abortive. 

It would appear that all schemes so far devel- 
oped to stabilize business in general have been in- 
adequate. Up to two years ago many thought that, 
with greater statistical. knowledge and a more 
highly organized banking system, business had 
been stabilized on a permanently higher basis; at 
least a higher basis than that former one where 
utter loss was caused by constantly recurring bad 
years. Such hopeful views were expressed up to 
the very eve of the market panic, but the panic 


*Paper presented before a meeting of the Taylor Society, 
Philadelphia, Pa., April 30, 1931. This paper is entirely 
unofficial. Any opinions expressed are the private views 
of the writer. 


came and also a general world-wide business de- 
pression of the first magnitude. 

If statistical knowledge is what is needed for 
business stabilization, it would appear to some of 
us who are engrossed in the field that what we need 
is not so much more statistics, for we now have 
more in quantity than mortal man can well digest, 
but broader statistics, or knowledge from larger 
points of view. What good would the mere sta- 
tistics on the building-tile industry be if we knew 
nothing of the whole building industry which is 
its market? The statistics on the automobile in- 
dustry itself are of limited value if we know noth- 
ing of impending breakdown in the general pur- 
chasing power of the public. We need more funda- 
mental data on the broader movements in the busi- 
ness world in general, and not merely statistics 
on finance and on specific industries. 

Business as a whole has been sick for well over 
a year in almost the entire civilized world. The 
severe sickness has brought to open attention some 
symptoms of modern economic life that are believed 
by some to threaten to persist, or at least to recur 
with increasing severity, unless new and drastic 
measures are taken to overcome them. 

We hear so much now of unemployment that we 
almost marvel when we see men actually working. 
The talk of overproduction has spread like an epi- 
demic from the agricultural field until it affects 
well-nigh everything. - Some think that we merely 
have underconsumption, but the difference, upon 
analysis, is not entirely plain. It is claimed that 
we have an oversupply of capital equipment and 
productive capacity in almost every industry; that 
the available equipment can readily produce many 
more goods than can possibly be sold, with or with- 
out a profit. Grave doubts have been raised as to 
the possibility of increasing sales materially by 
means of reducing prices. More serious even than any 
oversupply of productive machinery is the apparent 
oversupply of labor with its consequent unemploy- 
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ment, accompanied in turn by a loss in popular 
purchasing power even though wage levels are 
not cut. The increased use of labor-saving devices 
and of labor-saving schemes by the efficiency engi- 
neers, both of which are said to be essential to the 
well-being of individual industries but which may 
be subversive of the general economic well-being 
of the community, continue to make this situation 
worse. 

There is enough truth in these fears and enough 
danger in these symptoms to challenge the most 
serious constructive thought of which civilized man 
is capable. We have grown accustomed to think- 
ing that we can blunder out of economic difficulties 
as easily as we have drifted into them. There is 
grave reason to fear that drifting will not give us 
at best more than temporary relief from the present 


_ distress. There are some things in the present situ- 


ation that are unusually serious and that might tend 
to check the development of modern industrial 
prosperity which, after all, is but a mushroom 
growth as history goes. -There also are conditions 
today which make it less easy to throw off any 
setback to our economic progress. 

If the present individualistic organization of 
society fails to meet these serious economic prob- 
lems, we shall be subjected to socialistic attempts 
to control them. Socialism claims to have easy 


solutions, and the failure of our present order would 


almost certainly precipitate a change to socialism. 
The claims of socialism and communism are too 
sweepingly easy; sweeping promises usually fail. 
Moreover, whether or not socialism might be suc- 
cessful economically, to most of us individualistic- 
ally-minded Americans such a cure would be worse 
than the ailment and a thing to be vigorously 
avoided. 

Fundamental pessimism, however, seems to be 
unwarranted. There is every reason to believe that 
this generation has intelligence enough to meet and 
conquer its economic problems. A few brief years 
ago the Jeremiahs were. wailing that the world’s 
population was growing so much more rapidly than 
the supplies of our food and other resources that 
impending starvation would bring disaster. It 
seems strange to think that but half a decade ago 
our leading magazines with an intelligent class of 
readers were featuring such ideas. I had a lonely 
task then in publicly combating what now appears 
as the nonsensical pessimism of the neo-Malthu- 
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sians, but I did succeed then, through various pub- 
lications, in convincing some people that we faced 
no immediate problem from a shortage of food 
supplies. Again with the feeling of some rashness 
I urge the idea that the pessimists of the other 
extreme, the Jeremiahs of overproduction, can be 
routed by the intelligent application of broader 
knowledge to economic affairs. 

There seems to be little room for hope, however, 
that real prosperity can be restored permanently 
without facing the facts which rule in the business 
world of today, and getting these facts under con- 
trol. New economic facts have risen to prominence 
during these past few years, and we must really 
know the business world in, which we live before 
we can gain the control which is always the objec- 
tive of planning. 

A quarter of a century ago the chief factor which 
required study and reorganization in the business 
situation seems to have been the banking structure. 
Perhaps even now the banking system is far from 
perfect, but it has shown itself able to carry the 
nation through severe stress and strain without 
being itself in jeopardy. Unfortunately, it has not 
proved itself capable of saving agriculture, industry 
or commerce from disastrous instability. It proved 
itself unable to stop the boom before the danger 
point was reached. As yet it has not cured de- 
pression. The experience of recent years gives us 
little ground to hope that control of credit, or yet 
control of interest rates taken alone, will go far 
toward creating business stability. 

Perhaps it is as well that the banking forces have 
not been all-powerful in regulating the affairs of 
other branches of business. Such power, if it were 
attainable, would be as shocking to our ideas of 
individual liberty as would a system of socialism, 
even though the power were exercised in a benefi- 
cent manner. Stabilization of finance will help to 
stabilize business, but alone it cannot attain this 
desirable end. 

Under today’s economic conditions the merchant 
and the manufacturer cannot turn over all the prob- 
lems of business stabilization to the banker and 
expect satisfactory results. Industry and commerce 
need self-help rather than outside domination. 

Two major problems of economic balance con- 
front the business world today in an entirely new 
manner. Each problem may have been known be- 
fore in no small measure, but its degree of impor- 
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tance and threat of permanence are new. These 
are the problems of overcapacity of productive 
equipment and of unemployment of labor. 

The problem of the capacity of productive equip- 
ment is a problem of potential, rather than actual, 
overproduction. There are not many fields out- 
side of agriculture where actual overproduction is 
likely to go very far. Most manufacturers actually 
produce with a close eye on the market if not even 
on actual orders. Production on farms and the 
stocking of factories with equipment seem not to 
be so well related to actual demand. 

There is no reasonably exact knowledge of what 
our productive capacity is, let alone of its relation 
to the consuming capacity of the market. In most 
industries what pass as figures for capacity are 
merely rough guesses or a record of actual output 
in what are counted as normal times. In some 
cases the estimate of so-called capacity is based 
upon a single shift, when two or three shifts are 
possible. The tendency to estimate capacity on the 
basis of performance is so strong that the result is 
entirely too low if there is a material amount of 
idle equipment in even normal times. 

The whole question is complicated by the prob- 
able fact that much of the normally idle equipment 
is functionally obsolescent, or geographically mis- 
placed, and should perhaps be scrapped anyway. 
Unfortunately, we do not even have any standard 
by which to determine what equipment should be 
counted when considering the productive capacity 
of an industry. No wonder that we have no exact 
facts on the degree of overcapacity ! 

Some able thinkers dispute the idea of over- 
capacity in normal times. Many others, however, 
are certain of it and rough data for many indus- 
tries suggest that such overcapacity is serious in 
some quarters. No one, however, can deny that 
in the present depression our industries are working 


very much below their capacity, or even their op- 


timum output. It is as certain that our industrial 
and agricultural systems could very easily expand 
their output materially beyond even their normal 
standards if they could market their products. 
And yet we have poverty and distress in many 
quarters along with abundant unsatisfied desire in 
almost all directions. Our national credit is sound. 
Our productive forces are distressed because they 
cannot sell enough. People need much, and want 
more, that they cannot buy. What is wrong? 
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We cannot have overcapacity unless a _ utiliza- 
tion of all the capacity would result in over- 
production. Can there be overproduction? The 
conventional economists say “No”; almost all busi- 
ness men who have had practical experience in eco- 
nomic facts say “Yes.” 

If demand were merely desire there might be 
no overproduction. Demand, however, to result 
in buying requires the ability to pay as well as the 
desire to have. Those in distress today have plenty 


of desire but inadequate ability to buy. Conse- 


quently, the effective demand does not equal the 
available supply. 

The conventional economists assume that in the 
distribution of wealth consumers as such get a share 
adequate to allow them to buy that part of the 
output of goods which is not needed for capital equip- 
ment. It would be closer to the facts to say that 
a certain portion of our current production of 
wealth goes to consumers as such to maintain the 
buying power for consumption goods, and that the 
rest is set aside as savings, surplus or capital and 
is invested in capital values of one kind or an- 
other. Theoretically the division between these two 
may be on the basis of the balance of requirements 
for immediate use and long-run capital requirements 
over many bumps and depressions, but economic 
forces move slowly and painfully like the proverbial 
molasses in January. Depressions cause capital 
values to tumble like houses built of cards. Cur- 
rently no one knows what part of national income 
goes into savings and what is available for current 
consumption. No one, moreover, knows what part 
needs to be set aside to maintain an adequate, but 
not undue, supply of capital facilities to provide 
for a healthy and stable expansion of business. We 
are on an entirely hit-and-miss basis for this most 
vitally important phase of our economic life. 

It seems quite natural, in spite of the classical 
economists, to anticipate, if an undue proportion of 
our stream of production is diverted to savings and 
capital facilities and too little to the purchasing 
ability for consumption goods, that we should have © 
serious widespread business depression now and 
then, or whenever there is a general feeling that 
the production of capital facilities has gone too far. 
In such crises that part of our productive machine 
equipped to produce still more capital surplus be- 
comes idle; men become unemployed, and even the 
demand for consumption goods falls. Even in good 
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times, under such conditions, the production and 
sale of consumption goods would be too small for 
the best interests of both consumers and producers. 

In such circumstances we could very easily have 
overproduction; real overproduction of capital facil- 
ities and potential overproduction of consumer 
goods in the light of purchasing ability. 


A generation or two ago an undue proportion of © 


savings out of our national income may have been 
impossible. We may have had occasional over- 
building of certain essential facilities from time to 
time, but in the long run we had to depend par- 
tially upon foreign capital to build up our economic 
machine. It was only in the first decade of this 
century that the tide commenced to turn and we 
were able to save enough to maintain and expand 
our own capital facilities. The War stimulated 


greater production and thrift. We loaned to other 


nations on a grand scale. After the war we loaned 
again on a grand scale for reconstruction. We still 


wish to produce for foreign investment, but the 


competition from other foreign nations is severe 
and a large portion of the world is able now to 
maintain and expand its own capital facilities and 
wishes to export its savings for investment. We 
must now face heavy imports as interest payments 
upon our foreign loans. 

At one time personal and national thrift was a 
great and glorious virtue. Today a certain amount 
of personal thrift is necessary for personal financial 
security. National thrift adequate to maintaining 
reasonable capital needs is and will be necessary. 

We shall still have economic growth and the 
need for large savings. Our population is growing, 
even though not at its former rate. Our per capita 
production is growing and our desires are évidently 
great enough to require a very decided increase in 
consumer goods, provided we maintain a safe bal- 
ance between that part of the national income set 
aside for savings or investment, and current con- 
sumption. We must give consumer demand a chance 
to grow to its optimum. 

What should be the balance between savings and 
use? No one knows. What has it been during 
this last decade? Again no one knows. We can 
see that possibly savings and capital expenditures 
have gone ahead, in a geometric ratio, of the sale 
of consumer goods, and that the foreign situation 
is such that there is no opportunity for a rapidly 


_ expanding foreign investment. 
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The present very generally conceded situation of 
overcapacity in industry or oversupply of capital 
goods; the recent orgy of investors bidding against 
each other on Wall Street and elsewhere for a 
chance to put their money or credit into stock or 
other certificates of ownership and investment, and 
the failure of the consumer market to keep up 
with the pace, look as though an unsafe share of 
our national income had been devoted to invest- 
ment or savings. And the valuation of such sav- 
ings has been drastically scaled down in the past 
eighteen months. On the other hand, to the extent 
that there has been truth in the talk of “profitless 
prosperity,” the charge of a lack of balance in that 
direction is doubtful. 

Thus the problem of overcapacity of productive 
equipment reduces itself to a problem of savings 
and investment of surplus; a problem of the dis- 
tribution of our national income between savings 
for increase of capital facilities and the funds avail- 
able through wages or dividends for the current 
consumption of goods and services by the masses 
of our citizens. 

We should know the real facts about this situa- 
tion and base our programs for the future on knowl- 
edge of present-day facts rather than on ideals based 
on past situations, or even on present ideals of what 
we should like to produce or what profits we should 
like to re-invest. 

What of the problem of employment? Probably 
no one today denies the presence of unemployment. 
Aside from the problem of temporary alleviation 
of this situation, the question is whether or not 
unemployment is merely a result of a cyclical de- 
pression and will automatically disappear when 
business recovers, or whether it is more permanent. 

Is our unemployment merely an effect of de- 
pression, or is it more deep-seated and actually one 
serious cause of depression? Some serious thinkers 
saw unemployment marching upon us before the 
depression appeared and believe that only funda- 
mental economic changes can banish it in the 
future. 

If we concede the possibility of unbalance in the 
distribution of national income between current 
spendings and savings, we can see how unemploy- 
ment may result from lack of adequate popular 
spending power which means that many serious 
wants remain unsatisfied. Such a situation might 
be aggravated over a considerable era through a 
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widespread application of those mass-production 
methods and labor-saving devices which are at 
times so helpful when applied to an individual in- 
dustry. Mass-production and labor-saving devices 
have been so successful in some types of factory 
production that we may have overpopularized 
their application in various directions. There is very 
grave reason to doubt if their application to mer- 
chandising has been particularly sound, or is it 
certain even that it is warranted in all phases of 
factory production. Fortunately, plans to force it 
into agriculture have not gone far. 

Mass-production and labor-saving devices have, 
however, been applied very successfully in many 
fields. There will be a tendency in the next year 
or so to force the application still further in order 
to pull various industries out of depression. Is 
such a program desirable from the standpoint of 
the stability of industry as a whole? Will it not 
tend toward the perpetuation of unemployment with 
a consequent lowering of the public purchasing 
power? 

The answer cannot be a simple “Yes” or “No.” 
On the one hand, we must face the fact that con- 
tinued progress demands still greater efficiency and 
economy in production. On the other hand, there 
is no saving from the standpoint of industry as a 
whole unless the purchasing power of the masses 
is maintained. Superficially we have a dilemma. 

The dilemma is only superficial. We may eat 
our pie of labor-saving and have it too if we can 
preserve abundant remunerative employment for 
the masses, or otherwise maintain their spending 
power and give them wholesome activities with 
which to occupy their leisure. 

In no case is it well for industry as a whole that 
labor should be saved, unless it is saved for some- 
thing useful. Too much of our thought has been 
spent on the mere saving of labor. With abundant 
wants, is our economic thinking so sterile that it 
cannot find ways to make this labor saved useful? 
It is on this latter phase of the matter that the 
thought of business planners must be focused for 
the next few years. 7 

Shorter working hours and higher rates of wages 
are urged as means of solving the difficulty, with 
the idea that more people will be employed. Aside 
from the practical difficulty of applying such a 
program just now, we should face the problem of 
this saved time of the individual. How will he 
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spend his leisure? Will he compete with other 
labor one day a week, or engage in some absorbing 
and socially wholesome recreation? In the long 
run shorter hours and higher wages will undoubt- 
edly develop and help to solve this problem. 

New industries are sought by some thinkers to 
absorb labor saved by old ones. If the new ones 
are of types which make their products largely by 
machine on mass methods, it is difficult to see how 
there will be anything but temporary help leading 
soon to still greater troubles. Fortunately, there 
is a chance to develop industries which are not 
of this type. g 

What we need here again is balance. On the 
one hand we have industries that economically do 
and should conduct themselves on the basis of 


. mass-production and increased use of labor-saving 


devices. On the other hand we have industries and 
services in which the skilled human element in 
production predominates and mass-production. 
methods and labor saving do not apply economic- 
ally. We need balance between these different types 
of activity. 

Fortunately, those industries in which the skilled 
human element predominates naturally produce 
articles and services of a semi-luxury nature which 
can most readily be marketed to those people whose 
profits come from mass production. Of such nature 
is almost the entire output of some communities, 
such as Old Deerfield in Massachusetts. Such lux- 
ury mdustries are only the extreme contrasts to, 
or balance for, mass production. In between we 
have many industries where mass production has 
varying degrees of applicability. In many of these 
labor saving has been pushed unduly because it is 
a general fad. In such times as these we should 
know where labor saving is not a true saving, and 
in such instances, as scientific business planners we 
should do our utmost to discourage its application. 

How much better it would be if we knew more 
about the true economic applicability of mass- 
production methods to various industries and 
branches of commerce, and if we knew those in- 
dustries which if, gtimulated would offer greater 
outlets for orofiteble employment of saved labor. 
Perchance real facts would provide the basis for 
abandoning the fad of labor saving in many lines 
of effort. If so, much would be done toward the 


re-establishment of industrial balance and stability. 
There are many luxury and near-luxury indus- 
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tries and services where the element of skilled and 
semi-skilled human employment is most important. 
As business thinkers our attention has not been 
fixed on them. We hardly consider them. We 
have difficulty in envisioning and describing them. 
We should consider them and encourage them for 
the sake of general business balance and stability. 

We must add to our thought of labor saving the 
thought of labor utilization. It industry applied 
its labor saving because of a broader demand for 
labor instead of a mere desire to save in labor costs, 
the result would help the business man even more 


‘than the laborer. If our business research could 


tell how to turn the scale so that labor rather than 
employment was at a premium, the increased pur- 


chasing power of the masses would create a much — 


higher degree of business stability and prosperity. 
Has our business research facts enough and of 
the right kind to bring about such a result? Prob- 
ably not yet. But we need them most vitally. 
Perhaps the greatest need for newer and better 
facts and more of them is in the field of the dis- 
tribution of goods. We know all too little of this 
field, but serious steps are now being taken to fill 


» this need. The Census of Distribution and many 


other pieces of research work, both public and pri- 
vate, are creating a vast new fund of useful infor- 
mation which will help the business world toward 
stability and will, undoubtedly, serve as a basis 
for much fruitful planning on the scale of whole 
industries, and even on a nationwide scale. 
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To secure business stability we should have an 
economically balanced situation between savings 
for capital and funds available to maintain current 
consumption. We should also have a balance be- 
tween labor saving and labor utilization. And we 
must have more efficient systems for the distribu- 
tion of goods. We have started to acquire knowl- 
edge on the latter, but lack even the basic facts 
with which to attack the other two problems. We 
must first get the facts. We must then somehow 
organize our individualistic society so that we can 
utilize a knowledge of the facts for effective plan- 
ning of our economic life without incurring the 
danger of socialistic experiments, or what would 
be about as bad, bureaucracy or even a group of 
business czars. 

In conclusion let me suggest that planning on 
the scale of any single industry needs to have as 
its basis a greater stability based upon a better 
balance in our whole economic life. To accomplish 
such balanced stability we need more facts with 
a broader basis of analysis. Facts on the scale 
of a single industry are inadequate. Planning and 
research on the scale of a single industry are in- 
adequate. We need highly organized business re- 
search on the broadest possible basis, both public 
and private. We need planning and application of 
the results of research in a highly integrated, but 
non-socialistic and non-bureaucratic system. There 
is no call for unemployment for true business plan- 
ners today. 


raw-material or fabrication stage, seems to be 

a necessity for the health of an industry or 
trade. Its menace is no longer feared as a means 
of creating a shortage or of increasing prices, be- 
cause the economic penalties of a misguided or 
extreme policy’ are even greater than are signified 
by existing legal restraints. These economic penal- 
ties, especially of subsequent overproduction or of 
the encouragement of substitutes or of the loss of 
consumer good-will, are unfortunately too often 


"Tcos limitation of production, whether in the 


delayed so long as to give unscrupulous or un- 
intelligent producers an opportunity temporarily or 
individually to gain at the expense of the permanent 
soundness of industry. The hopeful phase of the 
situation is that such conditions arise more prob- 
ably as the result of a lack of intelligence rather 
than from the baser motives. Hence there is an 
opportunity for the trade intelligently to handle 
the situation. (Carl F. Taeusch, Policy and Ethics in 
Business, McGraw-Hill Book Company, Inc., pages 
549-50.) 
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Cost Accounting and Budget Making’ 


The Place of the Cost Accountant in All Phases of Budget Making 
for Manufacturing Operations 


By FLOYD F. HOVEY 
Industrial Economy Department, Eastman Kodak Company, Rochester, N. Y. 


HE subject of our discussion this afternoon 

is to be the relation of cost accounting to 

budget making. Since my experience is lim- 
ited to manufacturing industries, I will limit my 
remarks to apply to such industries. In order to 
clarify our thoughts on the subject, it might be 
well to consider what a budget is and what its 
place is in the organization of American business. 
The dictionary tells us that a budget is “a state- 
ment of probable revenue and expenditure and of 
financial proposals for the ensuing year.” A more 
complete definition of manufacturing budgets is 
stated in the foreword of a recent publication of 
the Policyholders Service Bureau of the Metro- 
politan Life Insurance Company, entitled “Budget- 
ing Manufacturing Operations”: “A budget system 
has been defined as a systematic method of gather- 
ing information from the past and present, and of 
formulating plans for the future on this basis, and 
of reporting subsequently how these plans have 
been carried out. The application and use of this 
method of planning and recording give what is 
called budgetary control.” 

It will be noted from these definitions that there 
are two phases of budgetary control: (1) the prep- 
aration of estimated figures and plans for the op- 
eration of a business for a future period; and (2) 
the subsequent checking up on these figures by a 
comparison of actual with budgeted figures during 
the period for which the budget applies. We shall 
discuss the place of the cost accountant in each of 
these two phases of budgetary control. 

What is the scope of budgetary control in a 
modern business? An examination of the litera- 
ture on the subject will show that the budget in 


*Paper presented before a meeting of the Taylor Society, 
Philadelphia, Pa., May 1, 1931. 


the modern business pervades the entire organi- 
zation. Obviously, if we cover the entire field of 
revenue and expenditures in a modern business, 
we have completely covered the entire organization. 
A comprehensive budget will include a sales esti- 
mate. From this will be derived a production esti- 
mate, a balance-of-stores estimate, and a finished- 
goods-inventory estimate. On the expense side of 
the budget we shall have administrative expense, 
selling expense, factory overhead, material budgets, 
labor budgets and a budget for capital expenditures. 
All of these budgets will be combined into the 
financial budget. From this we shall get a state- 
ment of estimated cash receipts and estimated cash 
expenditures; also, an estimated balance sheet and 
estimated profit and loss statement. A much more 
complete classification of budgetary control may 
be found in any of the books on the subject. In 
this connection I might mention specifically the 
book “Budgetary Control” by James O. McKinsey 
of the University of Chicago. 

It can be seen from this summary of the scope 
of a complete manufacturing budget that its activ- 
ities involve the whole organization. In some cases, it 
has been found desirable to put; budget making in 
the hands of a committee representing the various 
phases of the organization. In some cases, this 
committee is composed of staff men and, in other 
cases, it is composed of the line executives at the 
head of the various divisions of the business. 
Whether this committee is taken from the staff 
or the line, it should represent all departments of 


‘the business and should carry with it the authority 


and recognition of the executive head of the busi- 
ness. Oftentimes budget committees are headed 
by the president himself, usually assisted by staff 
members to take charge of the routine of budgetary 
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control. However it is done in the individual case, 
in order to have a successful budgetary control, 
those in charge must have the sanction and back- 
ing of the executive head of the business. 

What is the place of the cost accountant in the 
organization in reference to budgetary control? 
If we consult the older literature on the subject, 
we shall find that early authors usually stated 
that the accounting department possessed the best 
source of information to use as a basis of budgetary 
control, but that too frequently accounting depart- 
ments made their reports too late to be of material 
assistance to the budget committee. With the re- 
cent advances in cost-accounting procedure and 
the increasing importance of the office of comp- 
troller in American business organizations, we find 
that the cost accountant is being recognized as the 
person most capable of furnishing the budget com- 
mittee with the necessary information concerning 
past and current performance to make it possible 
for them to carry on their work effectively. Fre- 
quently we find accounting departments playing 


_ the leading parts on budget committees, espe- 


cially where the budget is in the hands of a comp- 
troller acting as staff assistant to the president of 
the corporation. In such instances, if the comp- 
troller can co-ordinate the activities of other de- 


partments and express the results clearly and 
’ promptly through the aecounting department’s re- 


ports, much can be accomplished to further the 
aims of the budget committee. 

Let us now consider the relation of the cost 
accountant to the first phase of budgetary control, 
namely, the gathering of information from the 
present and past records for the formulation of 
the plans for the future. We are dependent upon 
the sales budget for the source of future revenue. 
Therefore, it is on the expenditure side of the 
budget problem that the cost accountant is of most 


value in supplying information for formulating the 


budget. It is necessary to go to the past cost rec- 
ords of the company in order to find a sound basis 
for predicting costs in the future. It may be pos- 
sible, or even advisable, to’ obtain material and 
direct-labor cost from other sources, especially 


where specification and standard departments are’ 
well developed or changes are in progress; but for 


an analysis of the manufacturing’ expense, it is 
almost necessary to depend upon the cost accoun- 


tant as the source of information. If I may quote 
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again from the Metropolitan Life Insurance Com- 
pany’s recent publication, on page 20 of this pam- 
phlet we find fifty-five items of general factory 
expense listed with the source of information for 
these items. We find that the Cost Department 
is given as the source of information either entirely 
or in part for forty-six out of the fifty-five items. 
I believe that this is a fair statement of the rela- 
tionship of the cost accountant to the budgetary 
program in the matter of expenditures for fac- 
tory expense. In many concerns that do not 
have complete standardization of direct labor and 
complete standard specifications for materials it is 
probable that the cost department can furnish as 
good information, if not better, on the subject of 
direct-labor and direct-material cost as any other 
source. It is evident, then, that the accountant 
has a wealth of information. What should he do 
with it to make it most useful? The first thing 
to do with a mass of information is to classify it. 

The cost accountant can be of material aid in 
the budgetary program by making a clear classifi- 
cation of his accounts. This classification should 
follow the organization of the business. Some one 
person in the organization should be responsible 
for the control of each account. There should be 
a clear definition of each account so that its con- 
tent is perfectly understandable and the responsi- 
bility for the expenditure fixed ahead of time. The 
person responsible will then either make the budget 
for this item or will approve the amount set up 
by someone else. Such a clear and complete classi- 
fication of accounts that will define individual re- 
sponsibility for expenditure will, of course, involve 
long study and many tedious days of hard work 
on the part of the factory accountants. But it will 
be worth it. It will mean that every statement of 
expenditure which leaves the office thereafter will 
be of major interest to someone in the organization 
because it will show the amount of expenditure for 
which he is directly responsible. 

Every business activity is subject to fluctuation 
in volume. Some have pronounced seasonal varia- 
tions; most business¢s show a gradual long-time trend 
upward or downward; and nearly all are influenced 
by the business cycle. Budgets should be so set up 
that they may be easily adjusted to current changes 


in volume. To assist in these adjustments, the 
cost accountant should differentiate in his accounts 


between fixed and variable items of expenditure. 
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Some items of cost are fixed regardless of produc- 
tion. Items such as taxes, rent and depreciation 
fall into this class. Other items vary directly with 
production, such as materials and direct labor. The 
accounts should differentiate between these ele- 
ments of cost so that a budget flexible enough to 
apply to any production can be arrived at. 

With the accounts properly classified into fixed 
and variable items, the cost accountant should 
then set up variable standard costs for fluctuating 
production. These costs will then determine the 
amount of the budgeted expenditures as soon as 
the budgeted output is known. 

At the end of each accounting period the actual 
expenditures for the period should be compared 
with these budgeted figures corrected for the volume 
of business actually done. A statement may then be 
issued which will show the actual net profit com- 
pared to the budgeted net profit and will allocate 
the variances to their true cause. Change in vol- 
ume of business will be charged or credited with 
its proper share of the variance and variance in 
efficiency will be charged or credited with its just 
amount without the complicating factor of volume 
variances. 

There are many types of technique for the sep- 
aration of fixed and variable items and the repre- 
sentation of these facts to management. It is 
almost impossible to pick up a current periodical 
on modern business management without finding 
an article devoted to someone's pet scheme for 
showing these facts to his management. There is 
not time enough now to go into these various tech- 
niques thoroughly. We have, however, a display 
which shows several different ways of accomplish- 
ing this purpose. 

I should like to describe several of these illustra- 
tions which are somewhat unusual in the things 
they show. 

1. Gross Profit Computed on Variable Expenses 
Only. <A rather unigue solution of this problem is 
presented in an article in the February, 1931, issue of 
the American Accountant, by G. E. F. Smith, C.A. Mr. 
Smith computes his gross profit from variable ex- 
penses only and then deducts all fixed expenses to get 
net profit. His gross profit per unit is constant re- 
gardless of production. This arrangement makes it 
possible to reconstruct the budget easily for any vol- 
ume of business. A copy of one of Mr. Smith’s 
illustrations is shown in Figure 1. 
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Budgeting Simplified by Separating 
Fixed from Fluctuating Costs 


Special Article by G. F. Surra, CA. 
Pres Ped. 1931 of 
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Figure 1 


Reproduced by permission of the American Accountant 
and Mr. Smith 


2. Degree of Variability. Another method of set- 
ting up variable budgets is to determine the degree 
or percentage of variability of each item without sep- 
arating the fixed and variable elements within it. The 
amount may then be adjusted for varying volume in 
proportion to its per cent of variability. An illustra- 
tion of this method is given on page 22 of the above 
mentioned publication of the Metropolitan Life In- 
surance Company. A copy of this illustration is 
shown in Figure 2. P 

3. Simple Arithmetic Charts. The variation in total 
cost for an item or groups of items may be shown in 


reference to variable production by means of a simple 


arithmetic chart. We have an example of this method 
taken from a practical case shown in Figure 3. 

This firm makes its factory-expense budget relative 
to the standard, direct-labor cost of an estimated sched- 
ule of output. The standard labor cost is determined 
by their wage payment plan and direct labor is inter- 
preted to include only labor on standardized jobs. The 
total manufacturing budget is equal to the sum of this 
direct labor expense, as indicated by the chart, and 
material at current prices. 
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3. Partially Variable Itens Very vith Production According to § Variability 
Bee Bampie (3) 


Figure 2 
Reproduced by permission of the Metropolitan Life 
Insurance Company 
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Figure 3 


4. Knoeppel Profitgraph. I do not need to tell 
you about this example. It has been thoroughly dis- 
cussed by Mr. Knoeppel himself in Factory and In- 
dustrial Management and has received wide publicity 
since. We have his original chart illustrated in Figure 
4. This is an application of the cross-over chart to 
the problem of fixed and variable costs with volume 
of sales, | 

5. Hyperbolic Unit-Cost Charts. Sometimes it is 
better to show variation in terms of unit costs. This 
can be done conveniently by the use of semi-hyperbolic 
costing paper. (Figure 5.) 

The horizontal scale is so ruled that by bisecting 
the distance from any point to the extreme right 
of the paper, the location of the point of twice that 
value will be obtained. Thus the distance (A) 
from 10 to 20 is equal to the distance (A’) from 
20 to the right edge of the sheet, and similarly 
the distance (B) from 25 to 50 is equal to the 
distance (B’) from 50 to the right hand edge of 
the sheet. Therefore, if this process of bisecting is 
repeated indefinitely, we would approach but never 
reach the right edge. Therefore, that point may 
be labeled infinity. The vertical scale of this paper 
is a simple arithmetic scalé, as the illustration will 
show. 

Now, if cost figures for varying production are 
plotted on this paper with cost on the vertical or 
arithmetic scale and production on the horizontal 
or hyperbolic scale, the result will be a straight 
line. This will be true regardless of the nature of 
the item, as will be brought out presently. 

It is not necessary to use specially ruled paper, 
however, as is Shown by the lower part of Figure 
8. The same result may be accomplished by plot- 
ting the cost per unit with the reciprocal of the 
production on a reversed arithmetiic scale. For 
example, the point (30) on the hyperbolic scale is 
the same as its reciprocal (.033) plotted on the 
reciprocal scale. 

Simple examples of the application of this idea 
are found im Figures 6, 7 and 8. Figure 5 shows 
the curve for a fixed charge plotted on an arith- 
metic scale in the chart above and on a hyperbolic 
scale in the chart below. In this case, the result 
on the hyperbolic scale is a straight line passing 
through the unit cost for the production indicated 
on the extreme left and zero at the extreme right; 
since, if production is increased indefinitely, the 
unit cost for an item of fixed charge will approach 
zero. 
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Reproduced by permission of the McGraw-Hill Publishing Company and Mr. Knoeppel 


In Figure 7 we have the other extreme case; 
namely, that of an item which varies directly with 
production. In this case, the unit cost will be the 
same regardless of production and will be repre- 
sented by a straight horizontal line on either ruling. 

Figure 8 shows the comparison for an item that 
is partly variable and partly fixed. This type of 
item gives a straight line which crosses the right 
edge of the sheet at a point which represents the 
cost for the variable item alone, the fixed portion 
of the item having been reduced to zero by indefi- 
nitely increasing production of the goods in question. 

It can be seen from the above that any item or 
combination of items of cost will result in a straight 
line if plotted against production on hyperbolic 
paper. The greater the percentage of fixed items, 
the steeper will be the slope of the line. One point, 
however, must be borne in mind. The curve will 
have significance only up to the capacity of the 
equipment upon which it is based. 


These examples that I have mentioned serve to 
indicate the great variety of procedures that may 
be used to present the accounts of a company in 
convenient form for budgeting. I believe, however, 
that those accountants who have resorted to graph- 
ical representation of the relationship between rev- 
enue and expenditures for different volumes of 
business are more successful in showing manage- 
ment the exact effect on the profit and loss state- 
ment of variations in volume of business and how 
to combat some of the troubles due to this cause. 
The method to use in illustrating this phenomenon, 
of course, will depend upon the particular problem 
involved, and no general rules can be laid down 
as to the best way for doing this. 

Let us now pass to the second phase of budget- 
ary control, namely, the reporting periodically of 
the relationship between the budgeted expenditures 
and the actual cost. If we examine the early litera- 
ture on this subject, we find that most of the 
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advocates of budgetary control stated that the ac- 
counting department was best equipped to give 
the facts as to the relationship between actual and 
budgeted expenditures. However, most of these 
writers stated that the reports of the cost depart- 
ment were too slow to be-of any use and it was 
ordinarily recommended that the budget committee 
obtain their information from other sources. How- 
ever, we shall find in the more recent literature on) 
budgets that the accounting department is playing a 
predominant part in the reporting of performance 
as measured by budgets. This change of attitude 
is due to the improved methods used by modern 
factory accountants. 

With the development of standard costs and the 
utilization of the exception method of accounting, 
it is possible for costs to be arrived at much more 
quickly than formerly. When such standards are 
used, the regular operations are grouped and costed 
almost automatically. It is only necessary to give 
attention to the exceptions to the rule. Such ex- 
ceptions usually give rise to entries in. variance 
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accounts and show up on the periodic statements 
as variances from the budget. Such methods re- 
quire much less clerical work than former methods 
and consequently statements may be issued much 
more promptly than formerly. 

Besides improved accounting technique, modern 
offices are equipped with many mechanical devices 
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which make it possible for the accountant to make 
more prompt reports on past performance. 

The common practice is to issue periodic reports 
which show the actual cost, standard cost and the 
variance, together with such explanation for thes 
variances as, is necessary. Here, again, there are 
many types of techniques and usually the tech- 
nique is governed by the methods employed in 
making the budget in the first place. I wish to 
refer again to our exhibit on which we have tried 
to show some of the ways in which modern busi- 
nesses have been showing the actual and standard 
costs or the budgeted expenses with the actual 
expenses and variances to date. 

In these few minutes, I have tried to point out 
that the cost accountant has a very real role to 
play in the program of budgetary control in Amer- 
ican business. In the present era of keen compe- 
tition, we find that our progressive accountants have 
risen to the occasion. We find more and more co- 
ordination between accounting departments, stand- 
ards departments, planning departments, and bud- 
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get committees. Such co-ordination results in use- 
ful interchange of information and viewpoints. This 
results in unified action and the development, on 
the part of all departments, of methods that can 
be co-ordinated into thorough-going systems of 
budgetary control of revenue and expenditures. In 
the accountant’s literature we find more and more 
reference to budgetary control and discussion of 
how it may be best carried on. These are all steps 
ps right direction and I wish to appeal to the 
accountnig profession, now, for a continuance of 
this effort in order that the future common prac- 
tices of factory accounting may provide for full 
and complete systems of budgetary control. 


Discussion 


John Balch.* In our opinion Mr. Hovey’s second 
definition is one of the best on budgetary control. 
It is comprehensive and concise and goes to the 
heart of the question. 

Mr. Hovey has covered the subject very ably 
from the point of view of a large manufacturing 
concern. There are, however, thousands of small 
concerns which are sadly in need of the help that 
budgetary control can give them. Many assume 
that the introduction of budgetary methods involves 
increased overhead costs which they hesitate to 
take on. This is a deeply rooted idea which needs 
to be disposed of. It is our experience that in 
almost every organization there is some individual 
who can go ahead with budgetary plans if he is 
given the proper direction and authority. 


Mr. Hovey says, however, it is 


necessary that the responsible head of a business 
be vitally interested in budget records. It seems 
paradoxical to suggest that the head of a business 
may not know all there is to know of his own 
business, but the average chief executive is blind 
to his own limitations. An outstanding example 
of the opposite is the successful Mr. Henry Ford, 
who has so ably supplemented his own ability with 
the advice of experts. We do not find many Fords 
in business today. 

We must educate our executives. Once they real- 
ize the value of comparative records in reasonable 
detail, with fixed responsibility for results, they 
are usually glad to use their authority to install 
budgetary methods. It is not necessary to have 


“Certified Public Accountant, Balch, Funk & Company, 
Philadelphia. Paper presented by Mr. W. H. Funk. 
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a comptroller, an assistant to the president or a 
special budget officer. An assistant treasurer, a 
bookkeeper, a cost accountant or a senior clerk can 
be made responsible. It is indeed a lean drganiza- 
tion which does not have some material that can 
be trained to take over the responsibility for a 
budget. 

Since the budget deals with figures it is primarily 
an accounting record. Personally, we do not hold 
with those who wish to subdivide accounting re- 
sponsibility. We realize that this is necessary in 
huge organizations, but we are limiting our discus- 
sion to the average-sized business. In this class 
we are discussing the problems of thousands of 
men. Therefore we say that the budget is part 
of the department of accounts, part of the book- or 
record-keeping of the office, and we place the cost 
work in the same category. It has been our ex- 
perience that someone with cost training who is 
sensitive to cost problems is generally able to do 
more valuable work in connection with the budget. 
We heartily agree with Mr. Hovey that the cost 
accountant, if one exists in an organization, is the 
proper one to do the major work on the budget. 
With the diminution of a large amount of the old- 
fashioned historical cost work, with its endless dis- 
tributions and redistributions, the cost accountant 
is gradually learning to handle his work with celer- 
ity. He is overcoming his one-time reputation for 
delay; it is now actually unnecessary for reports 
to be delayed, as they too frequently have been. 

Budget records are not necessarily intricate. In 
some cases they may be very simple but very valu- 
able. The work of making periodic comparisons 
may therefore be done with the average office ma- 
terial. This is particularly true of jobbing and 
wholesale houses where the classification of ac- 
counts is not large nor the departments numerous. 


In one installation where a nationally advertised 


brand was being distributed over a wide territory, 
we found that much unnecessary work was being 
done in the ee A very comprehensive budget 
was put intooperation under the direction of a 
bookkeeper and without the addition of a single 
clerk. The executives were amazed to find that 
their own organization, without working any harder 
or receiving any more pay, was able to give them 
information they had never thought it possible to 
obtain. Yet they had been in busifiess more than 
twenty years. 
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Budgetary comparisons often point to interesting 
problems, the consideration of which pays for the 
work of comparison many times over. Last year 
we set up a budget for a manufacturer of five dis- 
tinct lines, with some thirty or forty departments, 
operating in several different cities. The best minds 
of the offices and plants enabled us to set up a good 
budget. In spite of dull business the net profits 
at the end of the year exceeded expectations by 
approximately 5 per cent. In the opinion of the 
president one thing was responsible for this result. 
Every department head ‘was on his toes because 
he had committed himself to a certain budget and 
was trying to beat it. The results or lack of them 
were brought to his attention each month. Here 
was a case of failure to realize the budgeted sales 
or income while the budgeted net profit was real- 
ized. It goes without saying that expenses were 
well below the budgeted figure. 

This illustrates the wisdom of making the budget 
flexible and at the same time shows what can be 
done. The comptroller was responsible for this 
plan and had to handle it without additional ex- 
pense because his department was on a budget also. 

We agree with Mr. Hovey that there must be 
fixed responsibility with respect to the various 
items of the budget. We have not always found 
it wise to set up a separate account for each item 
or class of items. Certain charges, however, should 
always be grouped in such a way that some fore- 
man or department head is responsible for results. 
Manifestly no charges for which that foreman or 
department head cannot be held responsible should 
be included. 

It always seems the part of wisdom in installing 
work of this kind to make as few radical changes 
as possible. As long as basic principles are observed 
and no misinformation developed we believe that 
the way the result is obtained is quite secondary. 

There is one very important part of budget prep- 
aration which we should like to emphasize in clos- 
ing. There must be real co-operation with the 
actual department heads who are to be held re- 
sponsible. Figures should be submitted for their 
criticism and suggestion before the final budget figures 
are set up. If this is not done the purpose of the 
budget will be nullified at the start; it can have no 
value unless used. This means periodic compari- 
sons and conferences with those responsible for 
results. You must be sure that the theoretically 
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responsible person is also the actually responsible 
person, and that he or she has fully accepted this 
responsibility, or you will not get the valuable 
results that your efforts warrant. 


Arthur W. Marshall.’ I feel impelled to supple- 
ment many of Mr. Hovey’s remarks with which 
I am in hearty general agreement. I should like 
especially to carry on his appeal and have every 
representative here go out and start a budget in 
his particular firm, no matter whether the company 
is a large or a small one. 

For example, if we start with the advertising 
department in either the large or the small firm, it is 
quite simple to classify expenses according to peri- 
odicals, cost of cuts, printing, etc., and to adhere 
to that classification. I have seen these expenses 
controlled and held within limits for years and 
years. After budgeting the advertising department 
suppose we move on to the capital expenditures 
budget in the manufacturing concern. It is very 
simple to hold these expenses within certain defi- 
nite limits, and the same is true as to plant repairs 
and plant expenses. So we could go on from de- 
partment to department. The keystone of these 
budgets, and the most difficult to set up, is the 
sales budget. 

In small companies, however, there is little need 
for the setting up of so many budgets. The owners 
and those in charge know the details but do not 
always have them under control. Mr. Hovey’s charts 
should be suggestive for these companies. It will 
only be necessary to set up a standard sales volume 
and break down the estimated costs into the various 
items of expense in the light of past experience. 
Labor will make up a certain percentage, raw ma- 
terials another, and so on. The total plant expenses 
may equal about 60 per cent of the sales volume. 
If the expense of selling and administration makes 
up another 30 per cent of this sales-volume stand- 
ard, we have a 10 per cent estimated profit. 

The gain is that we know something a year in 
advance. We have a picture of our expectations. 
What is a forecast we intend to make a reality. 
A budget is something which we prepare to arrive 
eventually at actual profits. 

Mr. Hovey said that the cost accountant’s field 


®Assistant Production Manager, General Asphalt Com- 
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is the classification of accounts. I should go a step 
farther. The classification of accounts in itself 
is not of much value; what we must do is to control 
the operations that represent these accounts. Our 
accounts must be so set up that they are practically 
standard. I am not now advocating standard costs 
but the use of standards in accounting. What do I 
mean by standards? A company has about four 
hundred tank cars moving all over the country and 
serving several different departments. In order to 
control this expense it is necessary to set up a unit 
rate. It may be so much service per gallon — 
whatever standard is decided upon. When it is 
set up and the actual items of expense and cost 
per gallon compared with it we have control over 
that account. If costs are over standard we make 
an investigation to find out why. The more you 
break down your accounts into individual operating 
units the more uniform are your accounts and the 
more easily handled and understood. 

I would venture to say that less than one per 
cent of the concerns in this country use co-ordinated 
budgets. Yet we must come to the use of the co- 
ordinated budget. 

There has been much discussion of control by 
the co-ordinated budget. You have all heard of the 
five-year budgetary plan, especially in the utility 
companies where services are more or less fixed and 
it is fairly easy to determine in advance what you 
expect todo. I personally am in favor of budgeting 
for a year in advance for the ordinary company and 
correcting the budget in accordance with actuality 
at definite periods. At the end of April we should 
have four months of actuality and eight months 
of estimate. As we move closer to the end of the 
year we should have closer control. - 

I should like to caution you about the use of 
charts. They usually have a fascination for one 
but there are few who know how to use them fully. 
Graphs of actual sales as compared with budgeted 
sales may have a valuable place in any organization 
but I take exception to any general use of charts 
instead of statements. Their use may be valuable 
in operations such as mines, where there is only 
one unit of production. Where there are different 
units, however, each carrying different percentages 
of profit, it might take a draftsman’s complete time 
to draw the charts for each department and com- 
modity. They may be used in particular cases but 
not in all. 
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The important thing is the direction of perform- 
ance and control under the budget. I have re- 
peatedly heard it said that sales expectancy could 
not possibly be realized and yet under expert direc- 
tion and the use of budgets the salesmen have more 
than realized their quotas. 


Eugene Y. Allen.” In working out an operating 
budget for a manufacturifig concern it is important 
that the man who has to meet that budget be kept 
informed of his costs. If the budget is on a monthly 
basis in an industry where labor and materials costs 
vary widely, I. should like to ask Mr. Hovey how 
often he thinks the man should be advised of his 
costs. I know that it is fairly easy to report on sales 
from day to day, but costs are a different matter. 
In the ‘railroads, for example, varying rates are 
paid for labor and preparatien of daily costs might 
be very difficult. 


Floyd F. Hovey. The more often information is 
made available and compared with budget figures 
the more desirable it is, of course. The companies 


I have mentioned prepare weekly statements of: 


expense which give actual expenses in the form of 
percentages of the budget figures for direct labor, 
materials, etc. In this way the man responsible is 
acquainted with his own figures and immediately 
acts if they do not accord with the figures given in 
the budget. 

The other day I received a letter from a Cleve- 
land industrial engineer who was trying to set up 
a daily budget. He said his firm had a monthly 
budget which he did not find adequate to his pur- 
poses. 

I know a large manufacturing company that 
sends to each of its executives a daily report of 
sales. This gives them an indication of the actual 
condition of the factory, shows the relationship of 
each department to the day’s sales and has been 

found very valuable. 


- George M. Arisman.’ It should be borne in mind 
that cost and price fixing are important elements 
in the economic application of budgets. Prices are 
fixed by the economics bearing on each individual 
in industry and on industry as a whole, and are 
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therefore taken out of the realm of the control of 
individuals. 

The cost of raw materials and the wages of labor 
are fixed because of the economics of today. Ma- 
terial utilization and labor efficiency may well be 
controlled and measured through standard costs, 
which are one part of budgets. Expense budgets, 
through proper analysis, application and control, 
may also be used advantageously in predetermining 
the costs of a product, or products, in order to 
attain a reasonable profit on the basis of the prices 
as fixed by competition or other elements in our 
economic situation. 

A budget of expense to be practical should not 
only be used for controlling expense but should be 


- a means of showing, through analysis and applica- 


tion, whether the planned burden of costs is ex- 
cessive in relation to a fair margin of profit. If 
this analysis of expense in the budget shows an 
excessive or misapplied burden, then ways and 
means should be employed to reduce the excess 
burden per unit and principally the fixed burden. 
The variable burden will take care of itself under 
budgetary control, in the same manner as material 
and labor, which are variable and controlled by 
standard costs when these are known, are taken 
care of. Through the addition of product volume, 
by increasing sales of present products or adding 
new ones without increasing the fixed burden, unit 
costs will be lowered as well as fixed burden re- 
duced as a result of expense budgets and their 
analysis. Thus the individual may be able to lower 
his costs on all commodities before operating in 
order to attain a volume sufficient to produce the 
desired margin of profit on the business as a whole 
or on each product individually. 

Further, by this analysis of predetermined bur- 
den, he may be able to add to his line products 
which are not in themselves profitable. Because 
of the fact that he has economically absorbed his 
burden, however, they will enable him to make 
more profit on the business as a whole and on the 
employed capital, which will not have been greatly 
increased because fixed expenses were held constant. 

In summarizing, through intelligent expense budg- 
ets set up according to fixed and variable expenses, 
it is possible to establish practical costs, which will 
allow a business to attain greater volume and there- 
by greater profits through decreased unit costs of 
its products. 


a 
a 
A 
ig 
? 
4 
a 
Ag 
4 


June, 1931 


“ George G. Berger." In these days of dynamic 
business conditions the necessity for growing stand- 
ards is quite obvious. The budget based on last 
year’s cost of production is generally out of line 
with current sales policies. Many executives have, 
in fact, consigned the budget to a warm place and 
are going out for business on rule-of-thumb meth- 
ods, hoping at the end of the year to show profits. 

~ My scheme is to give the executive a sort of 
current budget by acquainting him with recent 
costs of production. Necessarily, an accounting 
technique is required in which (1) costs of produc- 
tion are accurate and therefore related to the single 
competitive line only; (2) cost data are promptly 
obtained, and (3) the profit and loss statement is 
prepared without delay. 

I have been concerned with securing a weekly 
profit and loss statement, incorporating these re- 
quirements, for a stamping plant. The conditions 
were as follows: 

1. Fifteen thousand items were manufactured, 
some for stock and others on job orders. 

2. About one hundred different types of raw 
materials were used. 

3. The orders per item ranged from one hundred 
to one hundred thousand. 

4. The nature of the trade made the lines very 
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competitive; price lists were continually being re- 
vised. 

In setting up the profit and loss statement by 
the week for the main competitive line the follow- 
ing classifications of costs were noted: 

1. Certain items. such as sales, credits, labor 
charges, dirt removal, etc., are as accurately ob- 
tainable for the weekly period as for any other 
period and there are advantages in securing weekly 
statements on certain items, such as labor charges. 
There is no need then for the thirteen-month calen- 
dar or any necessity for pro-rating labor charges 
when the last day of the month comes in the middle 
of the week. The volume of accounting work is 
also substantially reduced, and there is closer con- 
trol over accounting conditions. 

2. Certain items, such as wrapping-materials 
expense, depreciation, etc., which must be prede- 
termined for the monthly statement, are as easily 
set up for the weekly statement. 

3. Items such as telephone expense, power, etc., 
which are accurately obtainable after the period for 
the monthly statement, may be forecast with suff- 


cient accuracy for the weekly period. In fact, it © 


may simply be shown that any inaccuracy due to 
such forecasts does not seriously affect the net 
profit and the sales policy. At the end of the fiscal 
year these forecasts are replaced by the actual 
charges. 


OR its own purpose, therefore, industry has 
F come to demand of operating departments 
more and better standards. An effective budget 
must start with reasonably accurate forecasts of 
the probable activity of business in general, of the 
.particular business, and of the sales of the items 
which it produces—in as predetermined quantities 
and prices as is possible. It must then be built up 
with reasonably accurate forecasts of all production 
costs involving predetermined requirements and 
costs of materials, machines, tools, labor and over- 
head. This is one reason for the rapid and wide- 
spread increase of time study during the past dec- 
ade, and for the development of such mechanisms 
as standard costs. 
The experience of scientific management in gen- 
eral administration has brought out an important 


fact, . . . that the development of a technique of 
general administrative research, standardization 
and control indicates that there may be no limit 
to the manageable size of enterprises; that, if we 
learn our lessons of experience and develop our 
technique accordingly, probably whole industries 
and the grouped industries of national and inter- 
national areas may be made subject to a manage- 
able control. There are now in the United States 
and Europe consdélidations of enterprises, diverse 
as to the nature of their products and geographical- 
ly widely scattered, which are managed more effec- 
tively than even small enterprises were managed a 
decade ago. (H.S. Person, Scientific Management as 
a Philosophy and Technique of Progressive Industrial 
Stabilization, to be delivered before the International 
Industrial Relations Association Congress, Amsterdam. ) 
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Driving Forces in the Sales Plan 


Illustrating the Importance of Building a Sales Plan 
Around Some Central Driving Force 


By STUART DuBOIS COWAN | 
President, Cowan & Dengler Incorporated, New York 


one of the world’s most versatile raconteurs, 
told me this interesting story about Mr. 

Schwab. | 

A few years ago Mr. Schwab was called upon 
to discuss some portentous topic which had been 
assigned to him weeks in advance. In addressing 
his audience, he apologized as usual by saying that 
this was the first occasion when he had not pre- 
sented a carefully prepared speech from the pen 
of his public relations counsel, and that in the 
absence of any such scholarly paper he was tempted 
to recite a personal experience in the development 
of overseas trade in which they might be interested. 

He had long cherished the hope of obtaining 
large-volume business in China and had put one 
man after another at the task of analyzing the 
market and developing it, both in this country and 
over there, all at great expense. The net result 
of this extensive and costly effort had been prac- 
tically negligible—not enough business to pay a 
fraction of the cost of the preliminary work. 

Finally, when he and his wife were planning an 
extended vacation, he decided to include China 
in their itinerary. When he arrived on the scene, 
he found many aspects of the situation which inter- 
ested him tremendously. He came in contact with 
man after man whom he wanted to know and talk 
with at length. He discovered a wide range of 
situations which excited his curiosity. Above all 
_ else, he was impressed by the very pressing needs 
which they did not know how to meet. 
. By getting to know these people, by studying 
their problems, and by offering concrete and prac- 
tical suggestions, Mr. Schwab was able, without any 
highly organized effort, to accumulate contract after 
contract, aggregating $24,000,000. 


M:- FRIEND and neighbor, Fred Farrar, 


*Paper presented before a meeting of the Taylor Society, 
Philadelphia, Pa., April 30, 1931. 


Regardless of whether this anecdote is strictly 
accurate, it has its counterpart in the history of 
many businesses; it suggests that in every situation 
there are two ways of attacking a problem. One 
is the ostensibly thorough, methodical method — 
often somewhat unimaginative — which, when it 
fails, is usually found wanting in the human under- 
standing of human needs. The second method is 
to apply a more or less creative and personal view- 


‘point, a combination of sympathetic analysis, active 


imagination, courage based on justifiable  self- 
confidence and consistent human effort—a method 
which often brings volume and profit when the 
first method proves unproductive. Because of this 
it is difficult to set up a workable definition of 
planning for sales, though logically such a defini- 
tion might be the first step in a paper before this 
Society. 

Certainly the membership of the Taylor Society, 
which stands for truly scientific management in 
the handling of all vital forces in order of their 
real importance, may be more concerned with seem- 
ingly uncontrollable, intangible and illogical human 
elements that really determine profit opportunity, 
than in a score of tangible, measurable, semi- 
technical activities or functions which play a rela- 
tively minor part in the annual earnings of any in- 
dustry or individual company. It was this view- 
point which suggested the phrase “driving forces” 
in the title of this paper. 

However, a sincere effort was made to set up 
a workable definition of “planning for sales.” Writ- 
ten opinions as to the scope of the subject were ob- 
tained from thirty-four leading sales executives. Their 
opinions were tabulated, analyzed and summarized. 
Then followed a conference with three of our lead- 
ing sales consultants. But the entire effort accomplished 
practically nothing of interest to you. It seemed 
utterly hopeless to set up any definition of planning 
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for sales that would satisfy different types of men 
in different companies which vary as to type, size, 
problems, plans and methods. Of the thirty-four 
written opinions no two agree; twelve different 
objectives, varying and overlapping, together with 
ninety-three different activities, were listed in these 
thirty-four reports. The discussion among three 
consultants, while less confusing, showed gaps 
at many important points. So it seemed log- 
ical to abandon further effort at the definition of 
“planning for sales,” and to proceed with a simple 
statement of personal experience and observation 
covering examples of sound sales planning. 


Analogy Between Power Plant and Sales Planning 


If we were to use such words as “merchandis- 
ing,” “sales planning,” “sales operation,” “sales 
resistance,” etc., probably each of those terms 
would have a different connotation for each person 
in this room. Therefore it may be an advantage 
to think in other terms, which mean precisely the 
same thing to all of us, to set up a rough analogy 
between a power plant and a sales plan. 

The primary factors in a power plant are four: 
fuel mixture, combustion, mechanical motion, fric- 
tion. And the first two—fuel mixture and com- 
bustion—provide the energy which drives the ma- 
chinery. These two may therefore be considered 


as the driving forces that actually move something 


and provide power in usable form. 

Corresponding to the fuel mixture, we have in 
sales planning (1) a fundamental human want, and 
(2) a basic conception or idea—some fundamental 
inducement — which will satisfy that want. We use 
the term “fuel mixture” because in a power plant 
air or oxygen and some hydrocarbon material 
represent latent power. So in selling, this primary 
driving force consists of the human want in rela- 
tion to some means of serving or satisfying it. The 
word “inducement” must be interpreted in a broad 
way, to cover product, proposition, service or any 
combination which will win and hold customers. 

Corresponding to combustion, we have the kin- 
dling of interest and desire to buy, the propagating 
of the facts about the inducement. This may be 
done through advertising or the work of the selling 
organization, through sales promotion, by demon- 
stration or by any method which widely, quickly 
and economically disseminates the information of 
interest to present and prospective buyers. 
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| ANALOGY BETWEEN 


POWER PLANT and 


SALES PROGRAM 
POWER PLANT SALES PROGRAM 
Fuel Mixture Want Inducement 
2 Combustion Propagation 
Motion 
4 Friction 4 Inefficiency 


Figure 1 
Corresponding to motion in a power plant, we 


have the actual purchasing by consumers, retailers, 


wholesalers, which results from all of the various 
forms of propagating the inducement. 

Corresponding to friction in a power plant, we 
have in an organization all of the difficulties and lost 
motion which result from the fallibility and general 
cussedness of human nature. 

The element of friction, interesting and impor- 
tant as it is, probably holds less interest for you 
than the all-important driving forces which, for the 


moment, are characterized as “fuel mixture” and 


“combustion.” 

Even so, friction might well be the subject of a 
leading paper in itself. Who has not had the most 
heart-breaking experiences as a result of friction 
in some part of sales-organization machinery? Only 
recently, the newly elected president of one of 
America’s largest companies called our office on 


. the telephone to invite us to discuss a merchandis- 


ing and advertising program which might have 
meant to us a very substantial fee. A clerk told 
him that we were not available and gave no report 
of the call. Naturally he felt slighted, and when 
we happened to talk with him shortly afterward, 
said he was sorry to find that we were not sufh- 
ciently interested to call him back. Surely this-is 


a memorable example of sales friction. No doubt 


each of you from your own experience could men- 
tion a long list of various types of friction which, 
taken together, have dissipated volume and profit 
amounting to a vast total—the incorrect or late 
filling of orders by the factory, mistakes in the 
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credit department, intemperate action on the part 
of salesmen, the general human cussedness and 
carelessness of which we spoke. Surely the mem- 
bers of this Society are fully aware of the vital 
importance of foreseeing, guarding against, and 
minimizing sales friction within an organization. 

There may be some slight danger at this point 
of talking at cross purposes. One might tend to 
include under the heading of “sales friction” the 
loss of energy between the process of “combus- 
tion” and the development of “mechanical motion.” 
In an automobile motor, for example, it may be 
that only 30 per cent of the heat energy of 
the fuel is delivered to the transmission, and that 
70 per cent is dissipated through the cooling 
water and the exhaust pipe. So in the sales program, 
it may be that 50 per cent of the fundamental 
energy of the program may be dissipated through 
the inefficiency of the retailer or the wholesaler, 
as the case may be. That loss of energy, however, 
is closely allied to the process of propagating the 
inducement and translating it into buying action— 
something quite different from problems described 
as “friction” which are within an organization and 
therefore more subject to effective control. 

The element of the “motion” or action in a sales 
program, which parallels the mechanical movement 
in a power plant, is of course the most dramatic 
and interesting. Surely at a time like this, the 
spring of 1931, there is no greater satisfaction to 
an able management or sales executive than to 
watch his sales and profit curves hold even or turn 
upward. Direct personal observation of buying on 
the part of the public, retailers and wholesalers, 
and daily or weekly study of graphic and statistical 
evidence, provided by adequate systems of control, 
can give the sales executive whose hopes are being 
realized the thrill that Marc Connelly must have 
had on the opening night of “The Green Pastures,” 
after tramping Broadway for months in the hope 
of finding a producer. 

Now let us come to the driving forces that make 
possible high achievement in the field of marketing. 

Since your interests are so varied, it is impossible 
to concentrate this paper on one or two examples 
and present them in their complete form, interest- 
ing as that might be. Even though the cases which 
follow are necessarily sketchy, there may be some 
advantage in covering a wide range of problems 
in different types of businesses, in presenting a 
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broad panoramic view, all of which points to the 
absolute need of building a sales plan around some 
central driving force. 


Examples of Driving Forces Behind 
Whole Industries 


We have agreed for the moment that just as a 
fuel mixture consists of oxygen and a hydrocarbon 
material, so the fuel factor of sales consists of some 
deep-seated human want and some inducement 
which will persuade the public to spend money to 
satisfy that want. 

Presumably most women want to win a man or 
hold a man for their very own, often against his 
will. The cosmetic industry and the perfumery in- 
dustry are based largely on this want. Likewise 
those industries which supply style apparel are 
founded on this desire. To be specific—there has 
been some confusion as to a woman’s motive in 
beautifying and adorning her person. In the matter 
of apparel there has been much debate as to 
whether she thinks in terms of other women or in 
terms of men when she buys clothing or shoes. 
One of the smart chat writers once said that ‘“wo- 
men dress for other women but undress for men,” — 
which might mean that one motive is involved in 
the selection of dresses for daytime wear and a 
wholly different motive in the choice of evening 
dresses. Here we have a fundamental human drive 
back of industries that cause women to spend over 
four thousand millions of dollars a year. 

This same want, sex attraction, manifests itself 
in another wholly different manner. Various con- 
cerns have persuaded women to spend millions on 
various methods of slenderizing their figures —a 
product, a diet, a method of exercise, a paraffin 
bath or some other appealing inducement. : 

Closely related to the human desire to attract 
the opposite sex is the desire for personal clean- 
liness, very active in some but latent in others, as 
shown by the fact that Listerine and Lifebuoy 
have found it necessary and profitable to dwell on 
this thought. To induce the public to spend mil- 
lions to gratify this want, manufacturers have pre- 
sented in a most compelling manner the advantages 
of soaps, shampoos, manicure specialties, deodor- 
ants and mouth-wash preparations. 

The same basic human want manifests itself in 
the purchase of shoes; while protection and wear- 
ing quality are important, the number of shoes 
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sold is probably five times as great as utility alone 
could account for. Twenty years ago the average 
woman had perhaps three or four pairs, while today 
many of them have from ten to twenty pairs in the 
closet. Women’s shoes have been deliberately mer- 
chandised and sold with the desire for personal 
adornment definitely in the minds of the men be- 
hind those sales plans—an organized effort to cater 
to that compelling want. This dramatic case has 
been cited by Mr. Goddard, the editor of the American 
Weekly, in his most interesting book, “What Interests 
People—and Why.” 

To turn from a basic want of women to a basic 
want of men, we observe the desire on their part 
for affection and lasting friendship. Those engaged 
in the marketing of flowers, candy, jewelry and 
countless other gift items, have induced the men 
of this country to spend hundreds of millions to 
satisfy this very real desire. 

Following the same man to a more mature point 
in his life, we see him eager to insure the happiness 
of his family against the dangers which might 
result from his death; and so the insurance com- 
panies induce American men to part with more 
than three billions of dollars every year in ex- 
change for a piece of paper which promises them 
that their wives and children will always be com- 
fortable and safe. 

Men have their vanities—even married men. 
While the fundamental desire for personal adorn- 
ment may not be quite as strong in them as in 
women, it is nevertheless a vital force, though often 
disguised or rationalized in terms of utility or con- 
venience. To induce men to spend money in the 
satisfaction of this want the manufacturers of 
watches have made a great play on the wrist watch. 
As a matter of fact, the wrist watch was made 
smart and masculine by the officers of the British 
army. Only a few years after the War wrist 
watches were out-selling pocket watches in lines 
retailing at $20.00 and over. Today utility seems 
to be making this market a permanent one despite 
the sacrifice in accuracy. 

Another example of the fact that men crave per- 
sonal adornment, even though disguised as con- 
venience, is the success of the cigarette lighter. 
The manufacturers of lighters have induced men— 
women, too, for that matter—to spend $35,000,000 
in five years on this novelty. It should be noted 
that when such an item achieves wide popularity it 
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becomes more or less of a social custom — what we 
might term “standard practice.” Everyone has them. 
Then the product stands or falls on its utility, and 
the rapid production of cheap imitations may under- 
mine the earnings of those who pioneered and 
specialized on the new idea. 

We have commented on a basic want among 
women and a basic want among men. There are 
cases where both sexes have the same fundamental 
desire. Today in millions of homes both the hus- 
band and the wife prefer to have a small family; 
they want their children to reach a social, educa- 
tional and financial level which they themselves 
have not been able to attain—and for-that reason, 
as well as for other reasons, they want a small 
family. To meet this want, the manufacturers of 
products like Lysol and Zonite have induced the 
public to spend many millions of dollars. Do you 
remember the Lysol advertising of ten or fifteen 
years ago which showed a pail and a scrubbing 
brush? And have you noted how the new presen- 
tation of such products has multiplied earnings? 
Here again we see a human want translating itself 
into an inducement which causes the public to buy 
in volume. And we see public opinion supporting 
this trend. 

The automobile situation is another case where 
an age-old want on the part of men as well as 
women has resulted in free spending. Perhaps 
90 per cent of the people who buy Packards, 
Cadillacs, La Salles, have incomes of less than 
$10,000 a year. What inducement causes them to 
spend money out of proportion to their incomes 
for the purchase of costly automobiles? Is it not 
because they crave the respect or, to be quite frank, 
the envy, of their friends and others with whom 
they come in contact? This universal desire for 


social prestige may account for at least 50 per cent 


of the expenditure for automobiles. 

The desire for social prestige along with diver- 
sion shows itself in another way, largely among 
men, but also among women: The public has been 
and is being induced to spend fifty millions of dol- 
lars for the privilege of playing polo and riding 
horseback. In 1911 men bought automobiles to 
satisfy the craving for distinction. Now these same 
men and their sons are buying or riding horses for the 
very same reason. “It is Smart to be Different 
Rather Than Thrifty” might be the sales appeal 
of the horse industry. 
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The same desire for distinction or social prestige 
manifests itself in another interesting way: One 
_ of our friends who has participated in the sales and 
advertising campaigns behind the leading set of 
subscription books says that a large part of the public 
_is induced to part with its money, not with the 
thought of reading these books, but to display the 
set as attractive living-room “furniture” and make 
an “impression” on friends and acquaintances. 

Needless to say, the large majority of men want 
money and all the things that money makes pos- 
sible. To satisfy this very human desire the Alex- 
ander Hamilton Institute, the La Salle Extension 
University, the International Correspondence Schools 
and dozens of others have induced the men of 
this country to part with twenty-five millions 
of dollars yearly in exchange for an endless variety 
of self-improvement propositions. 

Another and more insidious form of this want 
for riches is the desire to make money quickly— 
the “kick” of gambling for big stakes. In the last 
five years, stock market houses have induced the 
public to part with several billions in order to 
gratify that desire. Text books tell us that the 
stock market and similar exchanges are a necessary 
part of the financial machinery of the country. 
That is undoubtedly true. But as a matter of 
fact, the New York Stock Exchange and similar 
activities are primarily money-making operations 
which satisfy a human want, the direct result of 
the natural desire of a large part of the human 
race to take a chance on a big winning. 

In 1930 when practically all industries were de- 
pressed, the moving picture industry made a fine 
showing in volume and profit. One of the most 
ever-present human wants is the desire for diver- 
sion, amusement, “escape”—especially vicarious 
romance. The perfection of the talking moving 
pictures with entertainment such as that supplied 
by Greta Garbo, Marlene Dietrich and many others 
has induced the public to spend five millions and 
more on a single picture. Many unemployed are 

able to find money for such diversion, and one can 
easily understand this very human want. | 

In the same classification comes the desire for 
vicarious thrills. So the moving picture industry 
again induces the public to spend several million 
to see “Wings,” “All Quiet on the Western Front’ 

r “Hell’s Angels.” 

That illustrates a selective attitude on the pa 
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of the public. There are some things they have to 
pass up, but the “kick” they get from talking pic- 
tures, in times like these, is so great that other 
wants are side-tracked. 

Going back, we see a related want—the desire 
for music or entertainment—building the tremen- 
dous success of the phonograph companies, which 
offered a wonderful instrument and records that 
delighted millions of homes as an inducement for 
the spending of perhaps $300,000,000 per annum. 
Then we see the Victor Company failing to sense in 
time the public’s “shopping judgment” with respect 
to radio. Soon we find the consumers of America 
spending $500,000,000 per annum for radios—a 
stronger inducement with respect to this want for 
music and other entertaining programs. 

This universal want, this craving for diversion, 
“escape,” amusement, play, shows itself in other 
ways. Those engaged in various “sport” industries 
profit considerably from that underlying cause. 
Witness how the public is induced to spend prob- 
ably $750,000,000 a year for golf, tennis, sailing, 
etc., and for the fun of attending football, baseball, 
etc. 

Fmally let us not forget the $2,800,000,000 a 
year which go to the bootlegging industry and 
“home-brew” products, to help sped this desire 
for diversion. 

Thus we see how human wants, the bases of 
sales plans, underly the growth of whole industries. 
The money volume of the industries of this coun- 
try or any other could be used as the basis for 
graphic charts representing the truly fundamental 
wants which demand satisfaction, if you frankly go 
behind the common and often superficial catch 
phrases to the very heart or essence of human 
desire. 

This may all seem quite obvious, but if we 
apply the same line of thought to individual com- 
panies, the principle becomes sharper, more dra- 
matic, more suggestive. 


Comprehensive Example of Driving Forces 
in One Company 


This is a summary of the development of Am- 
brosia, the pore-deep, liquid facial cleanser, which 
entered one of the most highly competitive fields 
in the spring of 1929 and has in two years created 
a capital value of two and a half to three million 


dollars. 
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As you know, one almost universal want on the 
part of women is to attract the opposite sex, which 
translates itself into the desire for a beautiful, 
healthy skin. Manufacturers have induced the 
women of this country to spend more than three 
hundred million dollars a year for products and 
treatments which promise the satisfaction of this 
want. It is no longer necessary to headline the 
basic incentive, a rich and adorable husband or 
lover. Today, women are more interested in author- 
itative advice, a scientific preparation or method. 


Our search for a new merchandising idea in the © 


drug or cosmetic field resulted in the discovery of 
Ambrosia, a liquid solvent which cleanses the pores 
and crevices of the skin, stimulates the circulation, 
and thus gives the individual woman all that she 
can reasonably expect in the development of a 
naturally beautiful complexion. 

Analysis disclosed a great opportunity for a 
liquid cleanser as the logical competitor of cold 
creams and cleansing creams, which are not in 
line with medical practice and tend to clog the 
pores. 

It seemed reasonable to believe that a more thor- 
ough and more convenient method would attract 
repeat customers and not only cash in on the 
twenty- to thirty-million dollar market for creams 
but win new customers from women who used 
soaps which many condemn. 

Then came the development of the Ambrosia 
bottle and label, the final choice from some thirty- 
seven sketches which were made and considered 
before the decision was ultimately made. 

Equally important was the decision as to price. 
Several investigations among more than a thousand 
women suggested the dollar price, a policy which 
was made effective in January, 1930. Incidentally, 
the quantities were increased 50 per cent as of 
April 1, 1931, giving the consumer a still larger 
value. 

Another basic step was the working out of very 
specific and expert directions as to the use of this 
product for skins of different types—dry, oily, 
normal, etc. And as an outgrowth of this work 
- came the research clinic in the fall of 1930, in which 
the skins of three hundred and fourteen women 
were studied, resulting in the publication of a com- 
prehensive book through the collaboration of a 
noted beauty editor and the dermatologist who car- 
ried on the experiments. 
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In the spring of 1929, the New York metropolitan 
district was opened. New methods of distribution 
and advertising were employed. Sampling was 
conducted on an unprecedented scale. In June, the 
“Saks Plan” brought twelve thousand women into 
Saks Fifth Avenue store. A total of two hundred 
leading stores in as many cities mailed out 1,500,000 
direct-mail announcements. Six hundred thousand 
women responded. 

After test campaigns to choose the strongest of 
four appeals, the 1930 program was formulated. 

On January 10, 1930, national distribution among 
twenty-five thousand independent and two thou- 
sand chain stores was effected in forty-eight hours. 
One hundred and twenty wholesalers with sixteen 
hundred salesmen had provided a hand-picked list 
of the best retail outlets in the country. Starting 
in November of that year, powerful trade-paper 
advertising had prepared the way. 

Intensive advertising in magazines with sixteen 
millions in circulation started in February, 1930. 
One page alone produced 570,000 replies through 
the offer of a seventy-five cent flacon on a com- 
plimentary basis. Sales rose beyond previous esti- 


mates. The year 1930 actually showed a small net 


profit. 
During the fall, the clinic previously referred to 
was conducted, first, to obtain clinical data on the 


efficacy of Ambrosia itself; second, to test and | 


perfect a new cream for dry skins, and a new 
tightener for oily skins; third, to provide the facts 
for a new one-hundred page book on skin care, a 
special edition of which became part of the Special 
Ambrosia Offer in the spring of 1931. 

This special offer campaign is now running in 
magazines and newspapers with a combined circu- 
lation of twenty-four million, giving a total of 
eighty-one million impressions. The March circu- 
lation of the April magazines sold out hundreds of 
‘department stores, dealers and jobbers. Re-orders 
carried March sales of this year to four times 
March of 1930. For example, Wanamaker’s in 
Philadelphia sold out three times in one week, dis- 
posing of more than four thousand packages, while 
a drug store in Allentown, a manufacturing com- 
munity of about ninety thousand people, sold 144 
in a single afternoon. 

The 1931 special offer was also promoted through 
dominant trade-paper advertising, direct mail, 
broadsides and publicity. 
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In conclusion, after fourteen months of national 
coverage, or two years of marketing effort, this 
business has become one of the eight or nine lead- 
ers in its industry. ’ 

As you know, the work of a selling organization 
in the handling of a specialty like Ambrosia, which 
depends primarily on consumer demand, is of sec- 


(am importance, although a very necessary and 


indispensable element. 

Some unique methods were followed in this in- 
stance. In the New York introductory campaign, 
dealers were supplied with flacons to be given to 
the consumer free of charge upon presentation of 
a coupon and for this service the dealer received 
a four-ounce bottle which he was free to sell at 
the regular price. Thus immediate distribution was 
obtained with comparatively little effort and a con- 
siderable amount_of good-will was established. 

After the Saks Plan of direct-mail tie-up had 
gone over in New York, it was decided to add 
three class magazines to help build up a high-grade 
national distribution at once. A carton containing 
$27.00 worth of Ambrosia (retail value) was sent 
on a complimentary basis to the best department 
stores and specialty shops in America, two hundred 
of which, as ‘mentioned above, had followed the 
example of Saks Fifth Avenue by circularizing 
their charge customers at their own expense and 
distributing the complimentary samples. 

The national distribution among wholesalers and 
retail druggists in January, 1930, was obtained in 
this way: Selected wholesalers chose the names of 
the better stores to which they were selling and 
these names were sorted to eliminate duplicates. 
Then a counter carton containing two $1.75 bottles 
and four $1.00 bottles was sent on a complimentary 
basis to about thirty thousand retail outlets, in- 
cluding the individual units of the principal chain- 
store systems. 

Amazing good-will, largeli* expressed in counter 
displays and enthusiastic sales co-operation, re- 
sulted. 

That procedure made possible the establishment 
of sales zones, sales territories and quotas on a 
reasonably scientific basis. By plotting out county 
by county the retailers in the list of thirty thousand 
supplied by the wholesalers and by indicating which 
wholesale center the retailers had bought from, it 
was possible to set up sixty-eight sales zones, clus- 
ters of which were shaped into workable territories 
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for the Ambrosia salesmen. Then came the setting 
of quotas which were based on magazine circula- 
tion and other indices of buying power. 

While this whole Ambrosia program is a fas- 
cinating series of inter-related ideas, plans and 
methods, it can be boiled down to a few important 
principles: 

1. The interpretation of a universal want among 
women—sex attraction and beauty—which had car- 
ried itself to the point where women were ready 
for a medically sound treatment, and medically 
correct preparations. 

2. Recognition of women’s receptiveness to a 
new attitude on the part of the manufacturer, the 
sincerity of which would stand out in contrast to the 
intemperate claims and purchased testimonials used 
by other cosmetic advertisers. This reached its 
climax in what we may term “dominant sampling,” 
the complimentary distribution of a seventy-five cent 
flacon. 

3. The propagating of the inducement to the 
public in a wholly new advertising presentation— 
in newspapers, direct mail, magazines, store dis- 
plays, etc. The substance of the medical approval 
of this method was developed in an utterly sincere 
tone and treatment. 

4. The propagating of the facts about product and 
the courage and sincerity of the maker in conjunc- 
tion with novel but sound distribution methods. 
This step covers not only the initial distribution 
activities but the attitude of the men, the spirit 
that ran through their daily contacts, the substance, 
tone and flavor of the trade-paper and direct-mail 
trade promotion. 

Here we have, in a period of twenty months, a 
successful combination of “fuel mixture” and the 
propagating of the inducement which corresponds 
to the power-plant function of “combustion.” 


Example of Driving Force in Selling Men 


This is a summary of the success of the Tidewater 
Oil Company in marketing a branded oil, Veedol, 
and a branded gasoline, Tydol. 

The conceptions behind both products, compel- 
ling inducements to car owners, and the plans and 
methods of propagating those inducements go back 
to 1915 and 1917 respectively, showing that, then 
as now, the driving force in planning sales is an idea. 

The Veedol development came first. In 1915, 
this product, though good, was without marked 
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individuality. Intuitive judgment, expanded and 
supported by research among consumers and in the 
laboratory, showed the need for an automobile 
lubricant that would resist the high heat of the 
internal combustion motor. Men who owned auto- 
mobiles wanted better performance from their engines, 
more power, smoother operation, less trouble from 
carbon and other causes, better mileage, less ex- 
pense. They needed and probably would appre- 
ciate an oil that would hold its lubricating body 
despite the high heat of the engine. 

So after months of chemical and dynamometer 
testing two men perfected a new formula and a 
new process which yielded an oil that reduced 
sedimentation by 86 per cent. 

Thus an inducement was set up which in five 
years persuaded automobile owners to multiply 
their expenditures for this product, increasing the 
sales from less than $500,000 a year to $6,500,000 
between 1916 and 1921. 

So much for the inducement. The factor of “com- 
bustion” involved the advertising campaign and the 
work of the sales organization. The total auto- 
mobile owners in the country were then only slight- 
ly in excess of two million, a market so thin as 
to make direct distribution to the retail trade very 
costly. It was determined to appoint certain job- 
bers as distributors and to allot each jobber or 
distributor exclusive territory, provided he turned 
in a volume that would justify continuing that 
relationship with him. But the whole burden was 
not shifted to him. Twenty-five men were busily 
engaged not only in cementing the relationships 
with the distributors but in helping the distributors 
and their men to open up desirable retail outlets 
in every worthwhile community. 

Lining up eight to ten thousand good retailers 
in one year left the company with another serious 
problem — converting consumers’ buying interest 
into actual retail sales or reducing loss of “sales 
energy.” A salesman would spend three hours to 
get an order, but would not spend three minutes 
to put up a metal flange sign or other display. This 
problem was attacked in a vigorous way and solved. 
Thousands of retailers, by putting up the orange 
and black sign, increased sales three or four to one. 

So by a long series of carefully prepared and 
actively controlled plans and methods, the business 
grew from nothing to the second largest volume 
of its kind in this country. 
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Note the basic factors—the latent underlying 


want and the inducement in the form of a lubricant | 


that resisted heat for which men gladly spent their 
money “in preference to other brands when they 
sensed the significance of the Veedol sediment test. 

Note also the power behind the propagation of 
this inducement through the advertising, through 
sales effort, in all the forms which. were suited to 
this individual problem. 

Undoubtedly loss of energy between the buying 
public and the channels of trade was a heavy drag 
on the business. Internal friction at times reduced 
the number of new accounts or the volume of old 
accounts. But the basic driving force carried the 
business on to great volume and great profit de- 
spite all handicaps. That driving force caused 
the management and the sales and advertising 
executives to analyze causes of difficulties and 
invent ways and means of overcoming them. These 
men had a sense of power and achievement ahead. 

Now let us consider Tydol gasoline. When the 
company decided to invade the gasoline market in 
New York, a product was submitted which was 
as good as any, but no better. It was pointed out 
that the company had no right to ask for business 
without deserving it, that they must supply the 
car owner's want im a better way in order to earn 
a place in the field. 

An examination of all the papers on the subject 
of gasoline and carburetion in the Society of Auto- 
motive Engineers’ journal indicated that car own- 
ers would welcome a fuel which would vaporize 
rapidly, using perhaps fifteen parts of air to one of 
gasoline instead of the usual ratio of eight to one 
required by sluggish motor fuels. 

A presentation of such an ideal product was 
concreted in the form of layouts, headlines and 
copy, and the President’s son invited his father 
to view the series of provisional announcements. 
His comment was, “This is fine, but there isn’t a 
word of truth in it.” 

He was told that he was being let in on a secret, 
that the idea was to make a gasoline equal to this 
presentation. His eyes sparkled. He called a meet- 
ing of twelve executives and at that meeting he and 
his brother “staked out” the specifications of an 
automobile gasoline that would induce car owners 
to demand it in preference to’ other brands. It 
offered them results they had never enjoyed before. 

Less than $10,000 was appropriated for the intro- 
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ductory campaign. The story was told truthfully, 
but dramatically and with surprising results. The 
switchboard was tied up for ten days with calls 
from express companies, bus companies, manufac- 
turers, and countless others who asked for samples 
and wanted salesmen to call. In those days garages 
and others who sold gasoline handled only one 


brand. One hundred and twenty-five of them gave 


up the leading competitor to buy this product be- 
cause of the response from the public. 

The product’ was sincere; the advertising was 
sincere. The inducement to meet the want was 
present, and the inducement was propagated not 
only through powerful publicity, but also through 
the work of a fine selling organization which was 
inspired in turn by the quality of the product and 
the spirit which pervaded the organization. 

Before long,’ men behind gasoline pumps were 
saying that half the motorists wanted this product. 
This was further evidence that the inducement was 
adequate to the need and that the propagating 
of the inducement was in terms that caused them 
to respond. | 

Fundamental driving force in sales planning will 
win a market among men just as it will win a 
market for Ambrosia among women. 


Analysis of Wants and Inducement with 
Respect to Automobiles 


Last fall we were ,called upon by a large auto- 
mobile,producer to do advisory work in connection 
with the marketing program as a whole. To set 
up the activities which might be and should be 
carried through, a quick, yet effective, study of 
positive and negative factors was made. 

This consisted of charting the ten-year record 
of twelve leading cars and marking each significant 
upward or downward movement in each business. 
Then five men with experience in automobile mar- 
keting problems set up a ballot listing the factors 
that might drive a company forward or pull a com- 
pany down. 
vided for in the voting on each factor. 
120 ballots was obtained. 


A total of 


Thus positive factors in order of importance were 


rated in two groups—product and management. 

Likewise the factors tending to pull a company 
downward — negative influences— were rated in 
the same two groups (product factors and manage- 
ment factors). 


Five gradations of opinion were pro-. 
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Positive Propuct Factors 
wa 100 
95 
57 
sions 17 
PosiTIVE MANAGEMENT Factors 
60 
Factory-Dealer Relationship ..................... 33 
20 
NEGATIVE Propuct Factors 
...................... 78 
60 
42 
30 
25° 
NEGATIVE MANAGEMENT FActTors 
Questionable Price Class Merchandising.......... 94 
Poor Dealer-Consumer Effort.................... 89 
Weak Factory-Dealer Relationship .............. 66 
Weak Distribution Machinery ................... 60 
51 
Non-Aggressive Trade-in Policy.................. 14 


This work provided merely a rough yardstick as 
the basis for discussion. It was all done on a 
broad common-sense basis in less than a week. 
Needless to say, a considerable volume of extensive 
and costly research would be necessary to iron out 
duplication and perfect these values. The yard- 
stick, however, served its purpose as a starting point 
for sound thinking with respect to the broad plan- 
ning of sales efforts. 

It enabled some of the executives of this company 
and our own organization to recognize in specific terms 
what the automobile buying public wants with 
a fair degree of evaluation applied to each point, 
and to compare that picture of what the public 
wants with the inducements which this particular 
company had offered and would offer. 
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It is impossible for us to discuss this interesting 
case in all its interesting but confidential ramifica- 
tions, but we can report that the conclusions ar- 
rived at were fully substantiated by subsequent 
developments. 

With this yardstick in mind, it may be interest- 
ing to review a few examples of cars which either 
offered inducements that satisfied basic wants or 
failed to do so. 

The Model T Ford offered unequaled dollar 
value, good-will, dependability, slow depreciation 
and fairly low operating cost, but the time came 
when the Model T Ford did not offer the per- 
formance, appearance or comfort which the public 
wanted. Hence its decline. If the study of basic 
wants had been part of the thinking of the man- 
agement of the Ford Motor Company, would the 
situation that existed in 1927 have come about? 
On the other hand, the success of the Model A was 
insured by outstanding performance, the continu- 
ation of unequaled dollar value, the expansion of 
existing good-will, appearance which captured the 
imagination of the public, fine service, traditional 
dependability, an unexpected degree of comfort, low 
depreciation and satisfactory operating cost. Thus 
the price-class merchandising program was sound 
at the time, and this, with remarkable distribution 
facilities and highly effective advertising and pub- 
licity, insured the results which followed. The 
principal weakness in Model A, if any, was the 
four-cylinder motor. 

And that raises an interesting question, which 
the General Motors people are trying to answer. 

It leads us to Chevrolet. Do you remember in 
1916 when Jack Eustice, human newspaper man, 
wrote the slogan, “The little aristocrat of motor- 
dom”? Do you recall that right up to 1927 Chev- 
rolet offered a modicum of style or appearance 
which meant something to the public? 

Applying our rough yardstick to the Chevrolet 
position, its inherent weaknesses in 1927 and 1928 
are very apparent. A detailed analysis of the Chev- 
rolet program during that period when Ford was 
crippled, would undoubtedly disclose great oppor- 
tunities that were missed. 

But let us turn to the recent attempt on the part 
of! the Chevrolet to meet the wants of the public 
more perfectly than the Ford has met them — 
a smooth, six-cylinder motor, eliminating four- 
cylinder vibration and giving better all-around per- 
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formance, increase in dollar value, increase in good- 
will, appearance that surpasses Ford, improvement 


of service, the stepping-up in dependability, the | 


added comfort, favorable position with respect to 
depreciation, low operating cost. What an inter- 
esting situation this makés during the present 
period of depression, with Chevrolet leading in 
the first three months of the year. 

Now let us go back to the coming of the Dodge 
in 1916. What did the. consumer whom the Dodge 
Brothers saw as their market actually want? Many 
wanted to drive a larger and more expensive car 
than a Ford, a car in which they could take a 
greater amount of personal pride and one that was 
as good or better with respect to material, work-. 
manship, dependability, etc. What inducement did 
Dodge Brothers offer which carried the Dodge pro- 
duction in ten years from zero to some 200,000 


automobiles per annum? The inducements were a 


price of about $800; conservative, well-tailored 
lines; baked enamel finish; dependability; a greater 
degree of comfort, and distribution facilities and back- 
ground in keeping with the basic merchandising 
conception. 


Note, however, the decline of Dodge through ° 


failure to maintain a lively and penetrating interest 
in the wants of the public. What a — case! 
We see Wall Street bankers buy the business for 
$150,000,000 and fail to sense the desire on the part 


of the public for six-cylinder performance and the 


general modernization of product. 

Could there be a better example of the positive 
effect and the negative effect of adequate and in- 
adequate driving force? : 

The sensational development of the Essex at 
about the same time is worthy of note. Apparently 
Mr. Jackson and his associates sensed the latent 
desire for a small, six-cylinder, chosed car at a 
reasonable price. This recognition of a want stands 
as one of the turning points in the history of the 
industry. The coming of the Essex coach and the 
Hudson coach revolutionized the attitude of the 
public and all manufacturers with respect to the 
production of closed cars. This basic conception 
was largely responsible for carrying the Hudson 
Motor Car Company to the highest point in its 
career, third place in the industry. Note the power 
of a basic driving force behind the growth of this 
organization. 

The vital force behind the Chrysler development 
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during the three-year period from 1924 to 1926 is 
exceedingly interesting. Apparently the famous 
trio—Zeder, Skelton and Breer—under the guidance 
of Mr. Chrysler and his associates, saw clearly 
that the public would welcome a new type of motor 
car. Performance and appearance—speed, power 
and acceleration; line, detail, finish and color—were 
combined in a way that had never been done be- 
fore. That inducement caused the public to buy 
more than thirty thousand Chrysler 70’s the first 
year, and soon made the Chrysler organization a 
dominating factor in the industry. The success of 
this car had a sweeping effect on the products of 
all the other plants from the cheapest to the most 
expensive. 

One of the less talked-of but most suggestive 
cases in the industry is the job which Mr. Reuter 
did with the Oldsmobile. Here was a car that 
- meant practically nothing to the public or the 
_ trade, a business that General Motors was prob- 

ably disposed to liquidate. Mr. Reuter and his 
associates saw an opening to do something that 
had never been done before in the $1000 price 
class—to put out a really first-class small car which 
offered a composite of all the factors that the public 
wants. One must admire the intelligence they ap- 
plied in their evaluation of public wants and their 
technical and creative ability in providing a prod- 
uct which was in harmony with those wants—an 
inducement which soon caused the public to mul- 
- tiply its investment in this car five to one and 
made it the leader in its price class. Note the 
appearance of the car. The Oldsmobile manage- 
ment very wisely adapted to the $1000 market 
the accepted fashions in higher-priced levels—not 
superficially but expertly—by working with pro- 
portions and “tone” as well as obvious character- 
istics. Success in propagating the inducement, 
sales control, and the eliminating of sales friction, 
all grew out of the basic driving force injected 
into the business at the outset. | 
* Compare this admirable styling with the amaz- 
ing situation that occurred in another member of 
the General Motors family when the 1929 Buick 
with its fat body was offered to the public. It 
seemed inconceivable that the Buick car, which was 
in no sense a style leader, would attempt to put 
agross such a radical thing. Even though the job 

ad been good looking, it is doubtful whether a 
ee could have been launched by a 
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$1500 car unless that innovation had first been spon- 
sored by custom models and the more costly cars 
selling from $2500 to $5000. 

You all know the result, a falling off of perhaps 
30 per cent below quota. But note how quickly 
Buick came back, how this organization, with its 
background of good-will and with the elements of 
performance, dollar value, dependability, comfort, 
etc., in its favor, recaptured and increased its mar- 
ket through offering a combination of elements 
which paralleled the basic wants of its public. 

Does not this review raise an interesting ques- 
tion whether some one outstanding inducement can 
win in competition with a combination of three or 
five outstanding inducements? 

In the grocery field there are several interesting 
examples of driving force, the capitalization of a 
fundamental want by a compelling inducement. 

Let us start with coffee. Those responsible for 
the development of Yuban Coffee, introduced in 
New York in 1913 by Arbuckle Brothers, knew that 
the public wanted flavor above all else. So they 
dramatized the quality of Yuban by presenting it 
as the private coffee of the greatest coffee mer- 
chants, surrounding it with an atmosphere which 
surpassed any previous campaign of its type. Note 
that the advertising conception made concrete the 
idea of flavor which people want. Yuban outsold 
all coffees of its type in New York in fourteen 
weeks. This success was duplicated in Chicago in 
seven weeks. 

A large increase in the volume of Maxwell House 
Coffee resulted from an equally able application 
of the same principle, recognition of the public’s 
desire for flavor. The idea, however, was different. 
The inducement to the public was the background 
of the old South where aristocratic families insisted 
on the finest flavor in everything which came to. 
the table. 3 

The development of Chase & Sanborn’s Coffee, 
another striking success, is also founded on the 
recognition of the public’s keen interest in flavor. 
In this instance, however, there are two sides to 
the inducement, first, the dating of the package, 
made possible by the Fleischmann delivery system 
which calls on perhaps 300,000 retail stores twice a 
week, and secondly, the dramatization of freshness in 
the presentation. These two inducements have made 
Chase & Sanborn either the first or second largest 
selling coffee in a short space of time. 
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Incidentally it may be noted that on products 
like coffee and gasoline which are bought once a 
week or more often, the effectiveness of advertising 
is far greater than on commodities bought at less 
frequent intervals. | 

The yeast situation is a striking demonstration 
of what the proper “fuel mixture” will do. Those 
responsible for the planning of Fleischmann sales pro- 
grams discovered the health value of yeast through 
clinical experiments. They saw that the public wants 
health, perfect elimination, purification of the sys- 
tem, the resulting benefits in the condition of the 
skin, etc. By supplying this want through the 
medium of yeast, they have induced the public to 
spend “at least $12,000,000 a year, an amazing 
outlay for an item that retails at three cents per 
cake. It is all the more impressive in view of the 
unpleasant taste of yeast and the inconvenience of 
buying and eating it regularly. 

As a by-product of this new development came 
the public’s desire for yeast in a delicious form. 
They wanted the health value but they also wanted 
an appetizing flavor. The Tastyeast people, through 
combining yeast with chocolate in a delicious candy 
bar, have induced the public to spend for their 
product at least two or three million dollars a year 
in a surprisingly short space of time. 

An example of how a latent want for new flavor 
may be quickly capitalized is Canada Dry Ginger 
Ale. Such dissatisfaction as existed with ordinary 
ginger ales was latent rather than active. The 
coming of prohibition naturally had an influence 
on the progress of this product. Those respon- 
sible for the introduction of Canada Dry felt 


that the public would welcome a new and different . 


flavor with a characteristic appeal, and that this 
beverage would not only cash in on the new mar- 
ket of those who turned to soft drinks but would 
also win a place for itself among those who might 
use it as a mixer. The individuality of this product 
was sufficient inducement, as you know, to build 
a retail volume running into twenty-one million 
dollars per annum. 

Before leaving the grocery trade, let us touch 
on soaps which, through the forces to be described, 
have spread out from grocery stores to drug and 
department stores. 

It is said that Ivory Soap was a mistake, an acci- 
dental discovery. But someone felt that the public 
would welcome a more convenient soap, and that 
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a pure, white, floating soap would induce the peo- 
ple to buy in volume. Ivory, as you know, was 
an all-purpose product—face, hands, bath, wood- 
work, curtains, fine fabrics, furniture, etc., etc. 
Surely you can remember the old campaigns on 
a score of different uses. Then Mr. Countway of 
Lever Brothers and his associates recognized a 
latent want among millions of women for a new 
type of soap, one specially made for fine fabrics— 
silks, woolens, chiffons—pure soap in flake form. 
Lux was the inducement which built an annual 
volume of $10,000,000 in a few years’ time. It 
has grown steadily from its introduction to the present. 

Procter and Gamble followed suit with Ivory 
Flakes. Others followed with their own brands 
not only filling the public want but expanding it 
through their publicity. 

Mr. Countway and his associates again recog- 
nized a latent want—the need for a more conve- 
nient and more efficient product to be used in the 
family wash, in washing dishes and other house- 
hold work. Rinso, good soap in granular form, 
was the inducement which again brought volume. 
Once more Procter and Gamble recognized the 
trend toward specialized products which their com- 
petitors had demonstrated. Seeing the importance 
of this consumer need, they brought out Chipso, 
an all-purpose soap flake, the individuality of which 
(resemblance to more costly flakes) gave it a com- 
petitive advantage over Rinso. 

Thus we have a sketchy outline of how a long- 
standing human want may become specialized and 
how the manufacturers who first recognized those 
new and growing wants profited enormously. 

_ In the toilet soap field equally interesting de- 
velopments occurred. Back in 1910, the twenty- 
five cent facial soaps—Cuticura, Resinol and Wood- 
bury’s—were obtaining small but steady volume. 
Those responsible for planning the sales of Wood- 
bury’s knew that all women want personal beauty. 
They also knew that women would not pay twenty- 
five cents for soap as soap but would gladly pay 
that or more for beauty treatments which would 
remedy skin difficulties. Then followed one of 
the classic campaigns in the history of American 
advertising, an appeal so enticing that in about 
twelve years the sales volume of Woodbury’s 
increased 1000 per cent—a further inroad on 
Ivory and other all-purpose soaps — satisfying a 
specialized want with a specialized inducement. 
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Palmolive, with a good ten-cent item, diagnosed 
the situation, recognized the widespread interest 
im beauty and the correction of skin problems, 
presented their product in this new light, and 
induced the public to buy it in such volume that 
the position of Ivory was again affected. The 
Lever Brothers management, always alive to the 
viewpoint of the consumer, sensed women’s desire 
to buy a product fine enough to be used on the face 
and freely in other ways—so they developed Lux Toilet 
Form, a fine-milled soap, beautifully designed and 
Almost overnight it became another 
large-scale success, another cut into Ivory. In 
self-defense, Procter and Gamble recognized the 
public’s preference for specialized products of this 
class and developed Camay. 

‘Surveys indicate that the volanie of Wood- 
bury’s facial soap and similar products has fallen 
off perhaps 50 per cent in the past five years. 
With that fact in mind, note that the sale of cold 
creams, cleansing creams, tissue creams, has grown 
from perhaps three — dollars in 1911 to nearly 

1931. 

It seems that the same underlying force which 

made possible the success of Woodbury’s, Palm- 


olive, Lux Toilet Form, Camay and others has 


contributed to the growth first of creams and now 


of liquid cleansers. 


_ The Pond’s Company is the outstanding example 
in the cream field. Fifteen years ago, the sales 


_ curve in winter was favorable, while in the summer 


it dropped down toward the bottom of the chart. 
That was the problem. | 

There were then about two and one-half million 
automobiles and new-car sales were approaching 
a million a year. You remember the dust and 
the dirt, the family parties when everyone was 
covered up with goggles and dusters. One day 
a woman copywriter with an amazing insight into 
the wants of consumers conceived the idea that 
a woman's desire for a beautiful skin (the need for 


' better cleansing) might make it possible to sell 


cold cream for that purpose. The inducement she 
presented to the public was so compelling that the 
use of cold cream as a cleanser spread by leaps 
and bounds. Soon others followed. Gradually cold 
cream formulas were improved. Cleansing creams 
followed. In a few years they achieved widespread 


popularity. 
The Pond’s Company was an _ outstanding 
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success when Elizabeth Arden’s Salon and her 
preparations were comparatively unknown. But 
Elizabeth Arden’s plans were soundly conceived. 
She understood the power of the universal craving 
for beauty. She understood the appeal of specialized 
preparations coupled with personal service. Her 
inducement was the new treatment idea, special 
treatments and special products for special cases 
presenting special problems or conditions. From 
her salon, the business spread out until today her 
total volume compares quite favorably with the 
Pond’s business. Then came Rubenstein, Dorothy 
Gray, Primrose House and others. Only recently 
the merchandising director of the Hudnut Com- 
pany, after analyzing this human want, developed 
the duBarry line, offering not only superlative 
products but the expert advice of a large organi- 
zation of carefully chosen and highly trained dem- 
onstrators. A large and quick success resulted 
from this soundly conceived plan. 

How interesting to see the relationship between 
Ivory Soap (an all-purpose product) and the spe- 
cialized soaps such as Woodbury’s, Palmolive, Lux 
Toilet Form and Camay; then the relationship be- 
tween the specialized soaps and the widening mar- 
ket for cold creams and cleansing creams; then the 
relationship between these popular-priced, stand- 
ardized products and the upswing of salon lines 
represented by Arden, Rubenstein, Dorothy Gray 
and duBarry; then the relationship between the 
confusing variety of creams, etc., and the pow- 
erful new trend toward liquid cleansers—all a dra- 
matic example of the persistence of a human want, 
demanding new and more efficient forms of satis- 
faction. 

The new inducements that come from time to time 
and win large volume and profits are those which do 
more to satisfy an ever-present, unchanging funda- 
mental want. 

The dentifrice situation is enlightening. 

Our great grandfathers and grandmothers sup- 
ported a flourishing business in false teeth. They 
wanted to chew their food; false teeth satisfied 
that want. 

But the public was not really satisfied. Those 
who conceived and promoted tooth-powders saw 
that people wanted to keep their own teeth healthy 
and free from aches and pains. The inducement 
which they offered built a large volume among 
millions of loyal consumers. Then Colgate and 
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others promoted tooth-paste as a more convenient 
solution of the problem, and achieved volume on 
tooth-paste far exceeding that on powders. In 
1917 the sponsors of Pepsodent sensed the de- 
sire for teeth that were both white and healthy, 
and promised to “Remove that film,” with the 
result that in ten years they achieved a volume 
close to Colgate’s, in the neighborhood of 
$7,000,000 per annum. Others followed suit, 
holding forth powerful inducements which at- 
tracted large volume. Pebeco’s inducement was 
freedom from acid mouth; Ipana’s inducement, the 
health of the gums as well as the teeth; Forhans 
preached “four out of five’; Squibb’s inducement 
was milk of magnesia to protect at the danger line. 
And so it went until Listerine, with a background 
of quality, medical endorsement and halitosis, made 
price its appeal and jumped into second place. 

So again we see the changing viewpoint of the 
public with respect to new methods of satisfying 
an ever-present, unchanging want. We see how 
sales planning must start with the “fuel mixture,” 
the recognition and interpretation of a want in 
terms of a product or a proposition—some sharp 
inducement—which will be in harmony with the 
public’s interest. 

Earlier in this paper, one of the most deep- 
seated wants—sex appeal—was referred to. How 
new inducements to satisfy this want built two 
fortunes, one substantial and the other amazingly 
large, is illustrated by the Odorono business and 
the expansion of Listerine, successes which may 
be closely related. 

Odorono was the result of Mrs. Edna Albert’s 
recognition of the consumer’s need for something 
to prevent perspiration stains which ruin lovely 
frocks. That appeal induced several hundred thou- 
sand women to buy and use her product. But the 
time came when that inducement no longer brought 
regular increases. A survey showed that the ma- 
jority of women considered Odorono a good prod- 
uct but believed they had no need for such a prep- 
aration. The man in charge of this advertising 
said to himself, “Is that so? Well, I don’t believe 
it. Nine out of ten do need it; we will soon find 
out.” Medical authorities told him that a woman 
cannot notice perspiration odor which arises from 
her own person, whereupon he wrote such head- 
lines as “She never knew how close she came to 
happiness,” and told how a young debutante, the 
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most popular girl in her set, failed to win her man. 
Sales doubled in one year as a result of this. 


The man responsible for this Odorono success | 


sent his representative to call on the Lambert 
Pharmacal Company, pointing out that perhaps 
this same inducement would persuade millions of 
people to use Listerine as a mouthwash. Though 
nothing came of it at the time, the idea fell on 
fertile soil. Later on the Lambert Pharmacal Com- 
pany developed this inducement in their campaign 
which was conducted by another advertising man. 
Shortly afterward he conceived the classic cam- 
paign on halitosis, the -results of which you all 
know. What was the formula? That women want 
a rich husband, social success or a _ lucrative 
job; that men have similar needs. So he prom- 
ised them freedom from halitosis through the use 
of Listerine. The result was the growth of the 
once small business to an annual earning of $8,000,000 
a year. 

The basis of the business in proprietary medicines 
is, of course, self-evident. Everyone who has a 
pain or some definite sickness naturally wants to 
obtain relief. So the inducements which manufac- 
turers of proprietaries offer, which persuade the 
public to spend in the neighborhood of $550,000,000 
a year for such preparations, are methods or hopes 
of correcting specific troubles. Only a few houses 
in this line attempt to prove the efficacy of their 
products. Usually the consumer’s want is so keen 
that he or she will accept a suggestive statement 
or promise—or the word of some former Senator 
or Congressman. 

However, the inherent value of a preparation, 
and the truthfulness and sincerity of the advertis- 
ing have a very real influence on the determinance 
of such a business. An example is the growth of 
Dr. Scholl’s Zino-Pad (for corns) from its starting 
point about ten years ago to first or second place 
today. The public wanted, or was receptive to, a 
quicker, more modern method of treating corns. 
Dr. Scholl offered a new type of treatment more 
scientific than liquids or old-type plasters, empha- 
sizing quick results. 

In the case of Absorbine, the situation was some- 
what different. The opportunity for increasing the 
demand for old-established uses was not promising. 
In order to maintain and increase volume, the men 
in charge of sales plans turned their attention to a 
widespread want which had not been definitely 
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recognized or served. They discovered that 25 
or 30 per cent of the people had recently developed 
an annoying condition of the skin on the feet and 
wanted to cure it. On the basis of laboratory tests, they 
offered Absorbine as an effective remedy for this con- 
dition which they skillfully dramatized by the phrase 
“Athlete’s Foot.” In this way they induced more 
people to purchase Absorbine and use it more fre- 
quently. | 

Compare Dr. Scholl’s Zino-Pad with Absorbine; 
note that in the first case the want was clearly 
defined and the problem was in finding a better 
way to satisfy it; that in the second case a latent 
want had to be recognized and emphasized in con- 
crete and dramatic form, discovering the relation 
between the want and the product, which was 
unchanged. | 

The tobacco industry presents interesting illus- 
trations of the effect of this “fuel mixture” that 
we are thinking about. Fifty years ago, the great 
majority of men chewed. Some smoked pipes, 
cheap cigars and stogies. Men in the upper 
income brackets smoked big black cigars. Then 
came cigarettes, surrounded by ,an atmosphere of 
depravity. 

Men wanted the solace of tobaccco. The appeal 
of a chew or pipe had won the loyal support of 
millions of customers for many, many years, while 
the cigar induced others to spend a large amount 
of small change for that form of enjoyment. It still 
holds a surprisingly loyal following. Contrast the pipe- 
tobacco situation and the cigar situation on the 
one hand with what has happened in the cigarette 
field in the last twenty years. Men and later women 
wanted a convenient, mild, quick, inexpensive 
smoke. About twenty years ago Fatima offered 
twenty “Turkish blend” cigarettes for twenty-five 
cents. This inducement created an outstanding 
success at the time. | 

Then R. J. Reynolds, after doing a job with “Prince 
Albert,” sensed the opportunity for a good and reason- 
ably mild cigarette, selling twenty for ten cents, 
and Camel made its bow in 1913. It was a revo- 
lutionary new inducement, achieving in five years a 
dominating position, selling more cigarettes than 
all others combined and firmly establishing this 
pack as the volume factor in the tobacco industry. 

The American Tobacco group felt that a large 
proportion of the smokers might try something 
different. Their inducement “It’s toasted” came forth 
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and Lucky Strike began to make headway. In 1924 
their advertising men used a new and compelling 
inducement, the tax-free offer, which doubled and 
redoubled Lucky Strike volume. The more recent 
history of the toasted inducement in all its many 
forms you know. As part of the process came the 
very human appeal to women and to men, “Reach 
for a Lucky instead of a sweet.” Again sales shot 
upward. 

The latest campaign of Old Gold is quite inter- 
esting. With the market among women definitely 
in mind but with one eye on some of the men, they. 
reverted to the million-year-old desire to attract 
the other sex and offered “Keep kissable” as their 
inducement. With what result? A reported sales 
increase of 30 to 40 per cent. Will Old Golds hold it? 
Though R. J. Reynolds led the industry in their 
first diagnosis of the human want, their conserva- 
tism allowed Lucky Strike, Chesterfield and Old 
Gold to make serious inroads. With what result? 
Recently their advertising people, after reviewing 
the wants of the public with respect to cigarettes, 
arrived at two conclusions: first, that the people 
wanted a fresh cigarette. Therefore, they offered 
the new cellophane humidor pack as a new induce- 
ment. In less than sixty days they checked the 
downward trend and started the curve moving up- 
ward. Secondly, they realized that the public (es- 
pecially the women smokers) wanted a milder 
blend. So, according to reports, Camels have been 
modified with that object in mind. The public’s interest 
in the new humidor pack made it possible to accomplish 
this change unnoticed. 

Most of these cases have had to do with products 
bought as specialties at frequent intervals. Let 
us now consider other lines where the purchase is 
infrequent. 

The introduction of glass baking dishes is a good 
example. Those interested in the marketing of 
Pyrex dishes realized that the public wanted appe- 
tizing, delicious foods, both flavor and appearance 
being important. The inducement, glass dishes that 
have a low coefficient of expansion and are very 
resistant to heat, was first presented in terms of 
appearance or style, with unsatisfactory results. 
Then the inducement was strengthened by drama- 
tizing Pyrex as an entirely new way of cooking 
which offered sensational results—pies with crisp, 
brown undercrusts; bread that rose an inch higher, 
lighter, more delicious cakes ; tender, savory meats and 
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vegetables. This conception in the one year (when 
it was handled right) brought an increase of 200 
per cent. On the other hand, in England, where 
the gas rate is high, the conception had to be 
radically changed. Only when large savings in 
cost of gas were dramatized did the English con- 
sumers start to buy. They wanted more delicious 
food, but first of all, they wanted to save gas. 

An interesting sidelight is the fact that when 
Pyrex was introduced, a survey showed that 50 
per cent of those who had bought it were 
afraid to put it into the oven for fear it would break. 
This indicated that probably 90 per cent of the 
people who had not bought it were restrained by 
this misgiving. To correct that condition and open 
the public mind to its positive advantages, a dra- 
matic test (boiling water poured. into a Pyrex pie 
plate, resting on a cake of ice) was used. 

Floor coverings fall in the same general category 
of infrequent purchases. Those responsible for the 
success of Congoleum sensed a public need or want 
for something similar to linoleum at a low price. 

Their inducement, a low-cost, felt-base product, 
in the form of rugs or yard goods, made an imme- 
diate appeal. The painted surface on felt-base paper 
would last just as long as the painted surface on 
printed linoleum. With consistent advertising a 
volume of some $24,000,000 was built up in seven 
years. 

The success of the Armstrong linoleum business 
presents a different view of the same fundamental 
principle, inducement in relation to a want. Those 
responsible for this outstanding job in planning sales 
recognized the fact that the public wanted attractive, 
high-grade linoleum under the sponsorship of mer- 
chants of standing. 

Thus, their fundamental inducement, instead of 
a single outstanding factor, had to be a combina- 
tion of several factors in harmony with what the 
consumer wanted. By offering a combination of out- 
standing quality, outstanding patterns, superlative finish, 

and real value, all under a well-advertised name, and all 
- backed by the standing of leading merchants, they 
passed their leading competitor, who had outsold 
them two to one, in less than five years. 

In this case, where consumer buying was infre- 
quent, the propagating of the inducement was very 
important. The distributorship program, the rela- 
tionships with retail merchants, the educational 
work in laying and sales training, the interior dec- 
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oration service, the superlative sales management, 
the excellent and consistent advertising, all inter- 
related and synchronized in a manner that no com- 
petitor approximated. 

A third example in floor coverings is the Gulistan 
rug. The inducement—handsome reproductions of 
fine Orientals at a price that the middle-class home 
could afford to pay—capitalized on the widespread 
desire to emulate the wealthier homes (personal 
pride, love of beauty). 

The “seemingly seamless” carpeting, introduced 
so successfully by Collins and Aikman, is a further 
example of compelling inducement which satisfied 
a widespread want. 

Electrical equipment for the home belongs in the 
same group of infrequent purchases. 

Consider the Hoover cleaner. The general idea 
of an electric cleaner was, of course, interesting to 
a large percentage of the consumers who naturally 
wanted clean, attractive and healthful homes, with 
the least expenditure of labor and time. In terms 
of actual selling, the Hoover organization knew 
that women wanted to have confidence in the pur- 
chase, to know that the cleaner was right and that 
the people behind it were dependable. 

The inducement consisted of more than a good 
machine which “beats as it sweeps as it cleans”; 
their resale plan, tied in With leading department 
stores and central stations, made possible superla- 
tive demonstrations under sponsorship which pro- 
vided the all-important element of confidence. In 
other words, as inducement the whole resale sys- 
tem was quite as important as the product itself. 
Hoover thus made use of the same factor which 
had played such a large part in the success of 
Armstrong’s linoleum. 

Let us consider electric refrigerators, a new an- 
swer to a basic want—the care of fresh foods. 

The Frigidaire management, in building up sales 
plans, recognized two phases of consumer want: 
first, natural interest in the health value, flavor and 
appearance of foods, along with provision for ice 
cubes; and secondly, the desire for absolute con- 
fidence in the product and the company behind it. 
Frigidaire’s competitive inducement, the backing 
of General Motors, was so well dramatized as to 
more than satisfy the second phase of the buyer’s 
want. Thus, their presentation and the presenta- 
tion of others with respect to the care of foods, 
etc., were translated into Frigidaire sales. 
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Now let us see how this desire on the part of the 
_ public for confidence in the product and the name 
behind it changed the situation when General Elec- 
tric entered the field. The G. E. management in- 
stinctively recognized a universal desire to be as- 
sured of freedom from mechanical imperfections or 
troubles. So, after fifteen years of research, they 
offered as an inducement a new type of electric 
refrigerator, plus the General Electric name and all 
that it stands for, with the strong implication that 
service problems and: expense would be virtually 
eliminated. You have all seen their recent cam- 
paign on the three-year guarantee. It is interesting 
to note that by catering to the same human want 
that Frigidaire had capitalized, but in a new and 
powerful manner, the General’ Electric Company 
won first place in the household refrigerator field 
in two years. | 

One company which antedated the G. E. refrig- 
erator by several years was almost bankrupt by 
failure to see the importance of this element of 
confidence. They introduced a then revolutionary 
design, but cut the price under Frigidaire about 
15 per cent on the smallest size. While the public 
was interested in price, that meant nothing when 
dependability was an unknown quantity. The drive 
which was put behind this machine actually did 
more harm than good; it merely advertised a 
weakness. 

The situation in the radio industry reminds us 
of these amateur boxing bouts at the Garden, where 
one champion after another is knocked out in quick 
succession. 

The success of the Majestic Radio is very inter- 
esting. They saw that the public wanted an in- 
expensive set that would give a richer, fuller ren- 
dering of popular broadcasts. Their inducement 
was lower price and a wider “band” covering more 
tones, noticeable enrichment, particularly in the 
lower ranges. Thus, by actively propagating their 


‘. inducement, they won leadership and held it until 


a similar inducement by a competitor caused them 
to lose first place in the field. 

This cqmpetitor, the Philco organization, recog- 
nized the same universal want—a richer and more 
complete rendering that would approximate more 
closely the original broadcasts. Their inducement, 
“better balance,” meant a still wider “band” of 
tones and overtones, with greater fidelity and less 
distortion; their prices, of course, were in line. 
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Thus, in three years, Philco has captured first place, 
which it now holds. 
The shoe industry provides two interesting cases. 
The Regal organization saw that the public 
wanted cheap shoes that looked expensive and 


which would give a reasonable amount of wear. 


As a buying inducement, they offered shoes at 
$6.60 which are advertised as such faithful copies 
of British and American custom-made models that 
nine out of ten cannot tell one from the other. 
In other words, you can, if you please, wear a $6.60 
shoe and make as good an impression as though 
you wore a $40 shoe from Bond Street. As you 
know, the plan has been highly successful. 

Another success which is quite different in sub- 
stance, though the same in the principle of relating 
inducement to want, is the rapid growth of the 
Enna Jettick business. This organization realized 
that a certain percentage of the consumers, possibly 
20 to 25 per cent, wanted a reasonably priced arch- 
supporting shoe and that the consumers taken as 
a whole would welcome a complete range of sizes 
to fit each foot. 

Their inducement, the first $5.00 and $6.00 arch- 
supporting shoes in America, in a full range of 
sizes which insured fit, met the public’s want so 
well that an increase in production of more than 
100 per cent was necessary in spite of the depressed 
conditions during 1930. Incidentally, this is a strik- 
ing example of the successful use of radio as the 
dominant medium in propagating an idea. Broadly 
speaking, only companies which offer a most com- 
pelling inducement have succeeded in using radio 
as the primary medium. What the radio campaign 
did for this company is, of course, a demonstration 
of the wide publicity which broadcasting provides, 
but it is a more powerful demonstration of the 
appeal of the inducement which was offered. 

The mail-order business in wearing apparel draws 
attention to an interesting contrast between what 
many of us have thought women want in this line 
and what they really want. 

As a matter of fact, the only large advertiser of 
women’s apparel today is a mail-order house, Bellas 
Hess. This organization knows that its public is 
almost as vitally interested in self-adornment as 
the women here in New York, that what 90 per 
cent of their consumers want in buying by mail 
is a range of styles, fabrics, colors, prices, as well 
as good value. | 
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Their primary inducement is an opportunity for 
selection which is wider and more interesting than 
the selection offered by the average store where 
the mail-order customer would shop—plus good 
value. An analysis of the mail-order business would 
probably show that adequate selection has rep- 
resented, over a period of many years, a surpris- 
ingly large.percentage of the total business, and 
that price, while important, has accounted for a 
much smaller percentage of the total of mail-order 
volume than is commonly supposed. 

A dramatic example of this desire for selection 
is a mail-order campaign on women’s clothing, 
where the inquiry cost was reduced from eighty- 
two cents for half-page space, to a range of sixteen 
to twenty-six cents on full-color pages and color 
doubles. Although it is harder to make big space 
pull at low cost, the ratio in favor of pages and 
doubles was an average of four to one as against 
half-page space, simply because a wider variety of 
styles, colors and prices was presented. Inciden- 
tally, this suggests that on any product big space, 
to be productive, must contain more substance, 
more interest, for the reader. 

Just as selection has represented a want which 
supported a tremendous total volume of mail-order 
selling, so the factor of selection has made it diffi- 
cult to develop certain lines sold through retail 
stores. Where there is a wide variety of styles, 
colors, finishes or prices in a line, it is a mistake 


to view the problem as one would in developing 


a specialty, such as a cigarette or a drug-store or 
food specialty. The Eaton, Crane & Pike business 
will illustrate this principle. Here was a line with 
several thousand different items. The largest sell- 
ing unit in the line represented about 10 per cent 
of the total volume. Thus a large part of the 
buyers went into a store with the idea of making 
a choice. They wanted to see what was in stock, 
and pick out what they wanted. To promote any 
one unit in the line would result in a very high 
percentage of waste. In one campaign the in- 
ducement, represented by the merchandise itself, 
was supplemented by a single inducement which 
would interest a large majority of all potential 
buyers—a complimentary book entitled, “The Eti- 
quette of Letter-Writing,” which was given to the 
consumer with a dollar purchase. This plan made 
it possible to open six thousand accounts, and 
brought 250,000 women into the retail stores. 
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A somewhat similar case was the use of a special 
supplementary inducement in the sale of ABA 
Travel Cheques. The public’s basic want, of course, 
is the safety of its funds, currency which is accept- 
able everywhere. Hence the growth of travel 
cheques. The public has assumed that any one of 
several cheques recommended by the local bank 
was Satisfactory. The ABA organization felt 
that the public wanted something more than the 
cheque itself, that a large proportion of travelers 
going abroad wanted information of practical value. 
It was decided, therefore, to present a complimen- 
tary copy of Harry Franck’s book “All About Going 
Abroad,” to each person who purchased cheques 
for use overseas. As a result of this inducement, 
75,000 consumers were reached in a period of two 
months, at comparatively small expense. The ma- 
jority of the larger banks expressed definite satis- 
faction with the plan. 

There is one example of this principle of want in 
relation to inducement which is so simple, so 
human, and so dramatic as to leave an impression 
which may be stimulating to those concerned with 
more complex situations where the application of 
the principle is not entirely clear. This is the 
unique plan which enabled the Winchester Com- 
pany to sell in six months as many .22 rifles as had 
ever been sold in three years. The women oper- 
ators brought into the Winchester Works to turn 
out army rifles for the Allies were broken in on 
the production of .22’s. Before long, a staggering 
inventory had been accumulated. The question was, 
how to move it? 

Many schemes of every conceivable type were 
devised and discussed and discarded. Finally, a 
simple conception was evolved. It started with 
the recognition of a primitive want in almost 
every boy between the ages of ten and sixteen, 
the love of adornment and recognition by his 
friends. As an inducement, the boys were offered 
gold-plated, silver-plated and bronze medals for 
marksmanship, and later, membership in the Win- 
chester Junior Rifle Corps. Practically all boys 
wanted to shoot, but this inducement made them 
want to buy a gun right away. 

Not only was the inventory liquidated, and a 
large volume of new-gun business created, but the 
extra profit on the increase in the sale of .22 
ammunition amounted to $500,000 in the first year. 

The various cases mentioned have, for the most 
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part, had to do with finished products sold to in- 
dividual consumers or homes. But the driving force 
of a deep-seated want in relation to an adequate 
inducement is by no means confined to such 
problems. 

Note how the campaign on the G. T. M. drama- 
tized the expert advice of the Goodyear Technical 


' Man, who is specially trained to advise the factory 


executive on whom he calls as to just what belt- 
ing to use for a particular purpose, thus satisfying 
his fundamental desire for better results at less 
cost. We are told that during the first five years 
of this plan, the inducement—expert service com- 
bined with good belting—increased sales 450 per 
cent. 

We have another good example in the building 
industry. Several years ago, the International 
Cement Corporation developed a high- early- 
strength cement, which is ready to use in twenty- 
four hours, as against a week to a month in the 
case of ordinary Portland cement. This product 


‘serves a very widespread want among architects, 


engineers, contractors and owners—a saving in 
time, a saving in money, and the added value of 
being able to use the construction at once. The 
manager of one local mill was able so to capitalize 
on this inducement that his earnings in 1930 ex- 
ceeded all other units in the system. His plans and 
methods are now being extended throughout all 
territories. 


The Most Common Cause of Inadequate 
Planning for Sales 


There may be a score of reasons for unsound or 
incomplete sales planning, but in American indus- 
try today there seems to be one weakness that is 
more common than any other, the subjective type 
of mind in a position of great responsibility. 

A curious and amusing example, which happens 


to be physical rather than mental, is the story of 


an advertising. man who confused his associates 
because he refused to include in a radio program 
any music which exceeded twenty-five hundred vi- 
brations despite the fact that many fine programs 
included musical notes as high as ten thousand 
vibrations. 

Quite by accident the evidence of electrical tests 
suggested a personal checkup which in turn showed 
that he had a peculiar form of deafness which made 
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it impossible for him to hear any music above the 
twenty-five hundred limit. 

This sort of deafness or blind spot has many 
different forms. Who cannot think of case after 
case where forward thinking has been discouraged 
or a sound conception killed for some such reason? 

Planning for sales is the one outstanding problem 
of planning for the business as a whole, the dom- 
inating and all-important responsibility of Amer-’ 
ican management today—the supreme test of the | 
open-mindedness, flexibility, imagination, humanity 
and judgment of the top management itself. 

Conclusion 

To provide the “fuel mixture” or driving force 
in a sales plan, the management or marketing ex- 
ecutives need a rich background of facts. 

Forward thinking may arise from general ex- 
perience and judgment or it may start from one 
definite factor or a set of facts. 

In any event, there must be a constant action 
and reaction between facts and creative thinking. 
These charts which represent the contents of what 
we call an Analytical Outline (Figure 2) suggest the 
scope of studies which are necessary to Gomprehen- 
sive planning for sales. 

The driving force which we have characterized 

s “fuel mixture” seems to tie in rather closely 
with the commonly used term of “merchandising.” 
But our conception of the primary driving force is 
essentially dynamic, broad enough to cover not 
only product, and the relation of product to the 
business as a whole, but whatever other factor or 
element is necessary in order to provide a com- 
pelling inducement and make possible a powerful 
sales plan. 

‘ The factor of combustion or propagating the in- 
ducement naturally covers all advertising efforts, 
all sales promotion, all the work of the sales or- 
ganization—an equally important phase of business 
which should be covered in a separate paper on that 
one subject. 

Mention was made of the fact that in an auto- 
mobile perhaps 70 per cent of the energy of the 
gasoline may be dissipated through the cooling 
water and the exhaust. Unquestionably, the loss 
of fundamental energy in a sales program by reason 
of lost motion among retailers, wholesalers, etc., 
is almost incalculable. That, too, is a vital question 
which might well be the subject of a separate paper. 
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Methods of sales control—measurement of “mo- 
tion” or action—are, of course, fundamental, as is 
the ever-present task of eliminating friction. 

These two topics might well be the subject of a 
separate paper. 

It was our purpose today to start with the first 
driving force, the primary factor, which is so im- 
portant when general business is depressed and 
when the individual company can obtain volume 
and earnings only by analyzing basic wants and 
setting up inducements which will make it possible 
to capture a fair proportion of the market. 


Discussion 


Stanley I. Clark.’ The facts that Mr. Cowan has 
so interestingly laid before us are really not open 
to discussion. They are facts and conclusions relat- 
ing to things that have actually transpired in adver- 
tising and selling. . 

It seems to me, however, that some of his points 


will stand a little greater emphasis and I am going 


to proceed along those lines. 
Mr. Cowan has pointed out the importance of 
want and inducement. I think there is often danger 


in producing a product for which there is not a . 


legitimate or recognized want. Oftentimes, how- 
ever, a well-planned advertising program will de- 
velop the want on the part of the consuming pub- 
lic. As you review the numerous instances that 
Mr. Cowan cited, I think you will agree with me 
that in many cases the public was not wholly con- 
scious of its want. The keen-minded business exec- 
utive had really sensed it before it became public 
knowledge. The case of Fleischmann’s yeast seems 
to typify that point. In introducing new items it 
is safest to be absolutely certain that there is a real 
want present before we go about satisfying that 
want. 

I believe, however, that the other factors in this 
sales program are vitally important to its success. 
While the action originates in want plus induce- 
ment, the propagation of the message which, if it 
is successful, will result in buying action, is all- 
important. Pebeco Tooth Paste is one of our prod- 
ucts. It is one of the oldest tooth pastes on the 
market. Two years ago we attempted to get a 
large number of new users of our product by offer- 
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ing the public a full-sized, fifty-cent tube of Pebeco 
for a dime. All they had to do was to clip the 
coupon from the newspaper, take it to a druggist, 
give him a dime and get a full-sized tube. 

The thing worked out this way: The druggist 
was to send these coupons to us. For every coupon 
sent we would return a full-sized tube of Pebeco. 
The druggist was to keep the dime for his trouble. 
The thing looked all right. It looked as though 
the druggists were getting ten cents for co-operating 
with us. We expected that we would get a large 
number of new users, that the jobber would sell 
more merchandise, and that the retailer would get 
increased demand. But the day before the adver- 
tisement was to appear, we had a telegram from 
a newspaper in a large Eastern city informing us 
that one of the chain stores there had ordered five 
hundred copies of that newspaper. This company 
was ready to run an advertisement offering a tube 
of Pebeco and a morning paper for thirteen cents. 
Of course we had to stop that because it would 
have antagonized every dealer in town. 

When the coupons were all in, we checked them 
and discovered how many people were named John 
Doe, Mary Fish and John Jones. A large number 
of druggists had corralled all the copies they could, 
clipped the coupons, and used them to replenish 
their stock. 

That is one of the things that can go wrong in 
your sales plans. You have to take into considera- 
tion the human factor, particularly in the case of 
the drug trade. I make this qualification because 
I am most familiar with that trade. 

Another fault with present-day merchandising 
which, if it is not yet serious, is going to be, is our 
present method of introducing new items. There 
seems to be an increasing tendency to supply the 
public with free merchandise on the assumption 
that a large percentage of the recipients will like 
the product so well that they will realize it supplies 
a long-felt want and will continue to use it. If 
every manufacturer pursues these tactics there is 
the danger that the time will come when the con- 
sumer, by simply waiting long enough, will find 
some gracious manufacturer willing to supply the 
want. 

One manufacturer offers a bottle of antiseptic in 
return for two tooth-paste cartons; another manu- 
facturer offers a new tooth brush with your name 
on it in return for a shaving-cream carton. Those 
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are two instances that offhand come to me; many 
similar offers are being made every day. I am afraid 
that this form of merchandising is going to bring 
about: a decided trade reaction from the retailers 
before long. We should not lose sight of the fact 
that for every product that is given away a sale of that 
item is stopped—not necessarily that particular brand, 
but an item in the same category. Obviously, this 
give-away policy will postpone a regular sale until 
the item received gratis has been used up. In any 
plans that we lay we must see that we do not 
antagonize any of the factors, because energy 
losses in themselves detract more from sales plans 
than anything else. Some companies maintain that 
these practices provoke cut prices, which in turn 
create absolute antagonism to a product. 

The cases Mr. Cowan has cited are a matter of 
record; the results of well-laid plans. But all plans 
are not successful. Therefore, I have just tried to 
point out some of the things that must be watched 
to insure succcess. 


Archibald M. Crossley.” Mr. Cowan’s paper is 
to a large extent a discussion of the value of re- 
search. Being in the research business, it is diff- 
cult to counter him. 

One cannot but agree that the fuel mixture of 
deep-seated want and the product is the foundation 
of many successes in American business. We can 
say, however, that this fuel mixture, which today 
engages the finest and most abundant kind of 
combustion, meets with a tremendous amount of 
friction. 

The principal cause of this friction Mr. Cowan 
does not cover, except in a brief paragraph. That 
is the human element. To my mind the subjective 
attitude of the American business man has very 
serious consequences, not only to his own business 
but to the economic welfare of the nation. 

Everyone is familiar with Dr. Klein’s estimate 
that some eight to ten billion dollars are wasted 
every year largely in the distribution system. Place 
this figure against the aggregate of industrial net 
profits, and you see immediately what a tremendous 
factor is involved. Then bear in mind that indus- 
trial profits determine not only the American fam- 
ily’s income and spending power accumulated in 
dividends, but to a large extent its income and 
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spending power accumulated in the form of salaries 
and wages. Go a step farther, and curtailment of 
individual income reduces national demand and af- 
fects industrial output. Therefore any waste of 
industrial funds is important economically. The 
executives upon whose shoulders rests the elimi- 
nation of waste bear a heavy responsibility. 

What have they done about it? They have de- 
veloped into extremely efficient production men. 
Some authorities estimate that production costs of 
all commodities have dropped 20 per cent in recent 
years. In certain industries they have undoubtedly 
dropped considerably more. 

Along With actual mechanical, production efficiency 
has come éfficiency in the use of man power. Not only 
have machines been developed to replace men, but men 
themselves have been trained to accomplish more. 
Personnel management, adoption of better time 
schedules, improvement of lighting and other things 
have made men more efficient. 

Then in the credit department, relations with 
customers have been put on a more efficient basis 
by combining financial requirements with the per- 
sonal element. Better use has been made of bor- 
rowed funds, of reserves for contingencies, etc. 

Much has been done to improve transportation 
of the goods produced. Motor trucking, freight, 
express, mail, water shipping, even air shipping, 
have played important parts in quick, economical 
turnover. 

All of these things have been problems at hand, 
which a subjective type of mind could solve. Ina 
game of checkers the moves are under your eyes. 
In a game of bridge, not only what the other fellow 
has but the way he uses what he has is extremely 
important. One cannot play bridge with thirteen 
cards. The whole fifty-two are necessary. Play 
the game awhile with the same group of people 
and you get to know pretty much what cards they 
lack and how they think. You cannot conduct a 
war without field glasses and an intelligence division. 
If you had your eyes on your own armies, navies 
and supplies only, you would not get very far. 

The same thing is true in the marketing of goods. 
You can produce goods with your attention en- 
tirely on the product, and sell them if what you 
have made happens to meet with public approval. 
If it does not, you cannot continue to produce at 
a profit. 

Marketing costs during the past few years have 
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sky-rocketed. Advertising and sales expenditures 
have mounted to colossal sums. Similarly the whole 
distribution system has taken on a very expensive 
aspect. So long as the industrial executive permits 
the economies which he has effected in production 
to be wasted through inefficient marketing, the re- 
sult will not only be a loss to his gwn company but 
an economic loss of wide importance. 

In the past year of depression a large number 
of companies have made money. Yesterday I read 
the report of one well-known company which had 


- gone on a five-day week basis, maintained its wage 


scales, spent a tremendous amount for advertising 
and reduced prices, and yet had shown an aggre- 
gate net profit that compared favorably with the 
highest in its history. The final Wall Street edition 
is not all sad reading by any means. You will 
see some of the stocks quoted at very good levels. 
The reason for this is not only the fuel mixture 
of deep-seated want plus the product. The secret 
lies in management. A small number of companies 
sold practically as large a unit volume of goods 
last year as the year before, but they used a lot 
of red ink for the balance sheet. 

The hardest job that those of us in the research 
business have to do is to impress upon manufac- 
turers what research is and why it is needed. Last 
Sunday I cut out of the New York Times a clipping 
from the business section which says: “Consumer 
demand, by which is meant what the public needs 
or wants at the prices which that public is able to 
pay, continues to be a neglected study in too many 
instances. Even in the midst of this depression 
it is pointed out that there is little real investigation 
of the consumer market and adaptation of products 
and prices to meet it. Many manufacturers are 
standing pat on their offerings and wondering why 
sales volume constantly dwindles. Given a newly 
fashioned product at the right price, it is argued, 
and their factories might be humming full time.” 

Suppose we go ahead and make a survey or a 
sales analysis of company records, or set up an 
advertising plan, and in every possible way utilize 
the component parts of a sales plan which Mr. 
Cowan would list under the term “combustion.” 
All of these things crash and fail frequently in the 
“front office.” The chief executive says: “That was 
a very fine piece of work you did. I have only just 
had a chance to glance at it.” And that is all he 
ever does in some instances. There is too much 
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reckless spending of money, not only in advertising 
and sales plans but in the gathering of information 
for those plans. This information should be, but is 
not, put to practical use. Our own experience is 
that two to three years often pass before impor- 
tant recommendations based on research are put 
into effect. Here is very serious friction. 

The keynote of Mr. Cowan’s paper is the power 
of sincerity in a sales plan. The many instances 
which he cites in support of this premise are so 
convincing that we cannot gainsay the existence of 
such power. I think everybody will agree that in 
the end sincerity, truth and honor in advertising 
and all business relations win out, but in the battle 
between sincerity and its many foes, the other side 
often seems to be winning. Included among these 
foes would be luck, as well as fraud. Have you. 
ever considered how much effect one popular event 
will have upon business? Lindbergh refused ad-. 
vertising offers, but suppose he had accepted some- 
thing. Coming out of obscurity he laid the basis 
for a large fortune by thirty-six hours of flying. 
Not only could his personal fortune have been en- 
hanced if he had accepted certain advertising offers, 
but the sales plan built around his name would 
have had such a psychological effect that it un- 
questionably would have produced large volume. 
Sales volume means employment. Employment 
means purchasing power. 

Pepsodent, of course, was very successful years 
ago, as Mr. Cowan pointed out. But what has 
made Pepsodent lately? Perhaps you can say that 
it is the fuel mixture of a deep-seated want for 
entertainment plus the entertainment. Certainly 
entertainment has played a very important part 
in the sales curve of Pepsodent during the last year 
or more. Two comedians go on the air, strike the 
public fancy and up goes the curve. Take the 
example of Listerine, if you want. How much of 
the success of Listerine is due to the actual belief 
on the part of the American public that they ought 
to have it, and how much is due to the psycholog- 
ical acceptance created by name publicity? Mr. 
Cowan speaks of a certain cigarette. Everywhere 
I go I hear people say that the consumer does not 
take seriously the toasting process, the violet ray, 
the mellowing and purification by sunshine and all 
that sort of thing. Many people are amused by it, 
but they read it, listen to it, talk to each other about 
it, and buy. Perhaps the American Tobacco Com- 
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pany recognizes that pelting power. I wonder 
whether the announcer of their radio hour uses 
that peculiar inflection of his voice in logical argu- 
‘ meft or in the attempt to get over a slogan. It 
grates upon some people and yet Lucky Strike is 
one of the best selling cigarettes. I have heard it 
said that the United Cigar Stores, because of the 
conditions under which they must purchase Lucky 
Strikes, do nothing whatever to push the sales in 
competition with other brands, but Lucky Strike 
goes on and on. | 

Let us take the matter a step farther and look 
at the number of cigars, automobiles, tooth paste 
- and other products depending entirely on some form 
of name publicity. It is a well-known saying in 
the advertising business that much copy is so writ- 
ten that the substitution of a competitive product 
would apply just as well. Take the testimo- 
nial. How much of its effectiveness depends 
upon name publicity? Actually, how many people 
buy toilet soap because a large number of movie 
actresses were given samples of the product and 
now use it? What bank has made you open an 
account on the basis of the history of a city? What 
motor car has appealed to you because its copy, like 


that of many other cars, deals with comfort, con- 


venience, design and all the other “old stuff’? 

I am wondering whether one of the most potent 
forces in the sales plan today is not some sort of 
a catch phrase which will make the public think 
about the product up to the point of actual pur- 
chase. You cannot sell on the air. By that I mean, 
you are not allowed to mention prices or to present 
any strong selling argument. And yet look at the 
successes that can be attributed to radio broad- 
casting. 

Summing up, then, it would seem to me that a 
major discussion point on which Mr. Cowan’s paper 
scarcely touched is the great importance of the 
chief executives or the board of directors in the 
management of the sales plan. At their door lies 
a very great responsibility—the efficient use of 
these driving forces which Mr. Cowan mentions. 
For their own good and for the economic good of 
the nation, executive management must not only 
examine into and bring about the best fuel mixture 
and mechanical motion, and apply scientifically the 
elements of combustion, but it must eliminate so 
far as possible the manifold problems of friction. 
This means a reduction in the huge wastes in ad- 


© 


BULLETIN OF THE TAYLOR SOCIETY 131 


vertising, selling plans, distribution and allied fac- 
tors of the market. 

The human element must be followed very close- 
ly. The subjective attitude will not work. In- 
dustrial executives must think of production in 
terms of what the public wants. They must think 
also of all forms of selling, advertising and market- 
ing m terms of what the public wants. Sincerity 
and logical fact play an important and permanent 
role but executives cannot afford to overlook the 
great American desire for entertainment and the 
great American receptivity to catch phrases, slogans 
and name publicity. Name publicity for many prod- 
ucts is vital to success and often carries the load 
temporarily, with a minimum of scientific back- 
ground. Permanent success needs both. 


W. E. Freeland.‘ It is almost impossible to dis- . - 


cuss Mr. Cowan’s paper. I think we are all taking 
the attitude that all we can possibly do is to am- 
plify it slightly. I am going to take you over into 
the industrial field for just a minute because I have 
gone through a transition which has been very 
interesting. | 

I was formerly pretty closely associated with 
Stuart Cowan, but in the last féw years I have 
devoted much of my time to the actual management 
of business enterprises. At the present time I am 
trying to run five widely different businesses, and 
because of that can perhaps be said to have acquired 
a practical viewpoint. 

I wish Mr. Cowan had discussed something of 
trade resistance, as well as sales resistance. It is 
the trade which serves the consumer, rather than 
the ultimate consumer himself, that offers the big- 
gest battle to. many of the best ideas offered. 

I would like to mention an industry which manu- 
factures insulating material made from rock wool, 
which, according to the Bureau of Standards, is 
the best insulating material made, but which had 
been an absolute failure over a period of eight years. 
This business has been through at least four reor- 
ganizations. In the last effort prior to the present 
successful one a lot of money was spent trying 
to induce people to put this product around their 
household boilers because it would effect a great 
fuel saving, keep the cellars cool, etc. Even though 
these arguments may have been sound, it was too 


‘Freeland, Bates & Lawrence, Inc., Boston, Mass. 
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costly a marketing process for this purpose. There- 
fore the next logical thing to do was to find another 
market. 

In 1929 a new type of product was designed after 
a study of the probable use of insulated gas and 
electric ranges. A few of the leading manufacturers 
had been experimenting along this line. An attempt 
was made to interest them further, even to the 
extent of helping them design stoves. They started 
out in the belief that they might do something 
with this idea and one bold soul said that they 
might get 15 per cent of their product into this 
higher-priced, insulated stove market. I am talking 
now of 1929. Before the end of 1930, some of these 
people found nearer 60 per cent of their entire sales 
consisted of this insulated product. One company, 
which did a typical research job and brought forth 
a new, interesting and stimulating product, found 
that the plant which designed this product, their 
largest unit, was unable to keep up with the demand 
for it. This was in the fall of 1930, a year of real 
depression. They had to bring another of their 
producing units in to help make this product. That 
very company alone has come to our organization 
this year and insisted upon making a contract with 
us whereby they alone are using _ than the 
‘total tapacity of our plant at this t%me last year. 
We do business now with a large number of other 
makers of insulated stoves. That was the definite 
study to find out if there was not a logical market 
in which the consumer, the manufacturer and the 
trade could be interested. 

Let us take another case and look at it from the 
practical angle. The business of a manufacturer 
of one of our best-known orthopedic shoes was not 
sick but static. He did not want to induce a lot 
more people to buy the product; the desire was not 
‘to double and treble the number of outlets, but 
simply to get the established outlets to sell two 
more pairs of shoes per week. 3 

We in America need to bring our vision down 
to the practical point which will change such a 

‘situation of static condition to one of successful 
accomplishment. We need to define-our real ob- 
jectives. Sometimes it is not easy to see these 
objectives. They. may be in the vision of an indi- 
vidual only. I:am thinking of such a company 
which is very sick financially. It has a flood of 
orders, relatively speaking, and no capital to fill 
the profitable orders. And what is the reason? The 
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chassis of a shoe is the inner sole. There had been 
virtually no development of inner soles in the his- 
tory of modern shoemaking. Then a man, after 
fourteen years of work as a trained tanning chemist, 
devised an absolutely new type of leather for an 
inner sole. Because of the higher tensile strength 
of this new product there was developed a whole 
new method of machine shoemaking which dupli- 
cates, in virtually every respect, the hand-welted 
shoe for which we pay $15.00 to $30.00 a pair. The 
biggest shoe manufacturer in this country today 
is using this new product and new process to make 
a shoe that retails at $6.50. You marvel when you 
see it; you wonder how the people who are making 
these $16.00, $18.00, $24.00 and $30.00 shoes will be 
affected. 

This shows a conception, fourteen years old in 
one man’s imagination, of a basic improvement 
which reached clear back into the chemistry of 
tanning. A new market situation is being created. 

I am personally interested in another business, 
the manufacture of dynamic loudspeakers. There 
we have a test case of trade and even manufacturing 
resistance. Last spring it became known to some 
of us that on the Pacific coast a new product called 
a,midget radio had sold four to one in competition 
with the standard console sets. As a result we 
went around and talked to some of the larger manu- 
facturers of radios. With an almost unanimous 
voice they said, “There is nothing to this midget 
business. We certainly are not going into it.,We 
are not going to make radio sets at $59.50 and spoil 
our sale on the $200 and $250 sets. We do not 
believe that the public has any desire for these 
sets.” 

We went to the public. We found immediately 
that there was a market and therefore hastily de- 
signed a midget speaker which would be as good 
as the concert speaker. The business I mentioned 
had lost heavily up to the end of last June because 
of the chaos in the radio business. We wound up 
the year with a profit. Of all the speakers made 
in the last six months of last year, 78 per cent were 
midget speakers. Yet the trade had with a unani- 
mous voice told us we had no market there; there 
was no sense in our going ahead with it. 7 

Some of you probably came here expecting a 
typical Taylor talk on planning as part of all the 
methods work in business. I want to leave this 
audience with one thought that I am trying to 
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leave with every audience, and that is, that these 
wastes that Mr. Crossley has been talking about 
are to a considerable extent due to the absence in 
‘the merchandising and industrial marketing fields, 
of that cost accounting which is one of our most 
successful tools in the production field. The day 
is coming when we are going to check and inspect 
both the basic master plan, which has been so ably 
described here today, and the intimate working 
plans, by the adoption and analysis of costs which 
are going to give us the real picture of the relative 
efficiencies of these methods. There is just as big a 
job of planning the methods to bring about results in 
this picture as there is in the field of production. The 
research work remains largely to be done. The 
actual job of planning and the adaptation of cost 
accounting can literally be borrowed from the field 
of production. It is up to those of us in the marketing 
field to bring about a new condition of reduced waste 
by doing research work and by borrowing from 
already established methods. 


Paul T. Cherington.” There can be no criticism 
of Mr. Cowan’s main idea that effective approach 
to mass markets calls for a satisfactory combination 
of a human desire and an inducement to go about 
the job of satisfying it. | 

Concerning his treatment of the subject, how- 
ever, it seems to me that there is a good deal to 
be said in the way of criticism. My disagreement 
with him in the way he handled his subject is 
fundamental and has to do mainly with two sep- 
arate things. 

First of all, it seems to me unfortunate that in 
discussing planning for sales he should devote so 
much emphasis and attention to showmanship. 
Necessarily, any effort to deal with the consuming 
public has to have a certain element of showman- 
ship in it, but when one is discussing planning for 
sales it seems a bit unfortunate to exclude planning 
so completely for the sake of this more spectacular 
phase of the subject. 

The second point in which I find myself in dis- 
agreement with Mr. Cowan is in the fact that prac- 
tically all of his illustrations had to do with minor 
strategy rather than major strategy in sales. M&ny 
of the cases which he told about would have been 
much more satisfactory illustrations of planning 


*'Director of Research, J. Walter Thompson Company, 
New York, N. Y. 
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for sales if he had called attention to some of the 
more intricate details in the sales history following 


the advertising efforts he mentioned. 


One important phase of major strategy, of course, 
is the recognition of the general contour of the 
growth curve and the establishment of the position 
in its normal development which the concern occu- 
pies at any given time. For example, the strategy 
in dealing with the public which is called for in 
the early stages, represented by the slow growth 
portion of the normal growth curve, is very differ- 
ent from that called for in the second phase, or 
period of rapid growth, or in the third phase of so- 
called stabilization. 


Stuart DuBois Cowan. There is one point I would 
make in support of the idea that there is a primary 
driving force which is all important, as illustrated 
by the shoe-development, the insulating-material 
and the radio examples which Mr. Freeland men- 
tioned. We advanced some rather dramatic and 
interesting cases with which you are all familiar. 
But you may have had the feeling that there is 
something anti-social about developing inducements 
that satisfy wants. 

I have felt for years that if the whole United 
States were just one company, and Mr. Clark, Mr. 
Crossley, Mr. Freeland and other members of this 
Society constituted a planning committee, it would 
be possible, without any export business whatever, 
to quadruple the income of our 25,000,000 families 
by providing and distributing to them the merchan- 
dise necessary to satisfy their real wants. 

This point of view considered logically, instead 
of being anti-social, is rather pro-social. 

In 1914, being much confused by the water-tight 
compartments which seemed to mark off our nu- 
merous economic and money and banking courses, I pre- 
pared a cycle chart in which I tried to relate them, 
placing the people with their wants at the top, 
industry at the bottom, and showing that the net 
result of all industry is its finished products. The 
steel mills, the railroads, the mines, and all the basic 
industries are after all controlled by the finished 
products (homes, shoes, radios, automobiles, etc.) that 
pass into the hands of individual families. In other 
words, the whole vast structure is not unlike an 
iceberg with one-eighth of its mass above the water, 
and seven-eighths below. If, then, the relationship 
between products and all their industrial back- 
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ground is in a ratio of one to eight, and you increase 
by 10, 50 or 100 per cent the things people want, 
you will automatically accelerate all industry. This 
will cause all manufacturers to have more business, 
which they will pay out in the form of wages, and 
you will have the surplus of that money flowing 
back to investors. 

When this thought occurred to me, and I tried 
to work it out in this cycle treatment, I was told 
to file it away; that if I persisted and presented it 
to business men and bankers they would think I 
was socialistic and unreliable. However, the thought 
has been in my mind for years, that if the true 
. wants, the real wants, are ascertained, by serving 
' the people on that basis our income could be in- 
creased enormously. 

So this line of thinking, far from being anti-social, 
as you might surmise from the mention of drug 
products, etc., goes down to the fundamental plan- 
ning of the entire situation. | 

I think it would be interesting indeed if Mr. 
Crossley could give a paper on research. There is 
no question as to the importance of the emphasis 
which he places upon it, and those of you who may 
be interested will see that we have been just as 
much concerned with its importance as Mr. Cross- 
ley has been. | 

I think that Mr. Freeland’s point about friction 
and cost accounting is so important that when the 
time comes it would be very interesting to have a 
_ paper from him on that subject. 

Also a paper by Mr. Clark on energy losses in 
the propagating and developing of inducements 
would be educational. It is so vital that in due 
time we ought to have him cover it in detail. 

To revert to this “anti-social” factor, this induce- 
ment as we see it: It may be a new and better product. 
It may be, for instance, as in the case of that in- 
sulating product, that it actually gives much better 
service.- It may be a new design, as in the case 
of the orthopedic shoes. It may be a better price. 
It may be packing which keeps the product fresh. 
It may be service. It may be a new use for a prod- 
uct that has a real human value. It may be simply 
the interpretation of what is already there from 
the consumer’s angle. It may be any one of a dozen 
things, but if it is related toa human want, it is 
serving a human need. 

If you do what the Tide Water Oil Company 
did and produce a better dil and gasoline, or what 
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that radio company did in giving the public the 
type of speaker it wanted, what you save in sales 
cost is so great that the incentive in the next ten 
or twenty years for finding out what the public 
really wants, or what its latent wants are, is going 
to provide enormous profits and volume, and at the 
same time confer enormous benefits. 


A Visit to Boxly 


N APRIL 30 at 4:30 P.M. Taylor Society 
members and guests who were attending the 
Society’s spring meeting in Philadelphia had 

the privilege of visiting Boxly, the Chestnut Hill 
home of Frederick W. Taylor, as guests of Mrs. * 
Taylor at tea. 

The season and weather were perfect for walks 
in the garden between the famous box hedges and © 
for views of the Wissahickon Valley from the large 
main-floor windows which Mr. Taylor had specially 
designed. 

The seventy guests enjoyed browsing in Mr. 
Taylor’s library where Mrs. Taylor has gathered 
together much Tayloriana. All were asked to auto- 
graph the engrossed testimonial of appreciation 
which had been prepared for presentation to Mrs. 
Taylor. 

Mrs. Morris Llewellyn Cooke and Mrs. Harlow 
S. Person assisted Mrs. Taylor as hostesses. 


Participation in European Management 
Events 


R. AND Mrs. Person sail on the §S, S. 
LD “Lafayette” on June 18 for a three-months 

tour of Europe. The trip will begin with 
Dr. Person’s participation in the International 
Management Institute’s conference, which will be 
held at Geneva, July 1-4. Rationalization and co- 
operation for management study will be the sub- 
jects discussed. Major Urwick, Managing Director 
of the Institute, will direct the conference. 

One of the key papers of the International In- 
dustrial Relations Congress in Amsterdam, August 
23-28, will be presented by Dr. Person. The gen- 
eral subject under discussion will be “Social- 
Economic Planning,” while Dr. Person will speak 
on “Scientific Management as a Technique of 
Progressive Industrial Stabilization.” It is ex- 
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pected that the congress will draw those interested 
in industrial relations from many parts of the 
world. Of our members Mr. van der Leeuw, Miss 
Fledderus and Miss van Kleeck will take an active 
part in the meeting. 

The British Association for the Advancement of 
Science is holding its Centenary Meeting in Lon- 
don, September 23-30. Dr. Person has been asked 
to present a paper on “The Aims, Methods and 
Progress of Research Into Management Problems” 
before one of the sectional meetings of this im- 
portant gathering. 

Between these conferences Dr. and Mrs. Person 
will visit the centers of Taylor Society membership 
in Czechoslovakia, England, France, Germany, 
Holland, Italy, Sweden and Switzerland. As well 
as carry the greetings of the Society to members 
and friends in these countries, Dr. Person expects 
to compare experiences and problems in scientific 
management to the end that the sort of inter- 
national spirit of inquiry which should exist on this 
subject may be furthered. 


Past President Addresses College 


T THE tenth anniversary of the reorganiza- 
A tion of Antioch College, on May 9, Henry 
S. Dennison, past president of the Taylor 
Society and president of the Dennison Manufactur- 
ing Company of Framingham, Mass., spoke on 
“The Problems of Organization Engineering.” 
He said that managers of human beings, like 
electrical engineers, should aim to align their 
human forces so that they act with least friction 
in the desired direction. For this purpose there 
must be an organization fitted to the particular task 
to be done; planned in adjustment to the external 
environment and the type of workers as well. Mr. 
Dennison showed the function of staff departments 
to be the facilitation, by special study, of some 
function running throughout the line organization. 
It is this that he defines as functionalization. He 
stressed the need for co-ordination between heads 
of departments, and the danger of water-tight 
division between them. The machinery of cross 
contacts, he said, such as advisory committees, staff 


offices, etc., would have to be worked out in rela- 


tion to the particular organization. He concluded 
with a warning against rigidity as “a disease which 
is most likely to prove fatal to an industrial organ- 
ization.” 
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President Morgan talked on “Co-operation in the 
Next Decade.” This was in relation to the future 
of the co-operative plan at Antioch. He indicated 
that the plan could adapt to either of two tenden- 
cies in the modern world—either toward wide dis- 
tribution of the benefits of mechanical progress, 
or toward concentration of them in the hands of 
a few, with a resulting increase in unemployment 
and poverty. President Morgan stated that the 
college will attempt to train students to follow the 
first course as builders of a new industrial order. 


| Back Numbers Wanted 

We are constantly receiving requests for certain 
numbers of the Buttetin which are out of print. 
Members or subscribers who do not bind their 
BULLETINS will be doing a real service by sending their 
copies of these issues to the Taylor Society office. 
We shall be glad to pay fifty cents a copy for them 
and can assure the senders that they will be put 
to important educational uses. 

Vol. VI, No. 1, February, 1921 

Vol. XI, Nos. 3-4, June-August, 1926 

Vol. XII, No. 6, December, 1927 

Vol. XIII, No. 2, April, and No. 3, June, 1928 


Reviews 


The Problem of Maintaining Purchasing Power. A 
Study of Industrial Depression and Recovery. By 
P. W. Martin, P. S. King & Son, Ltd., London, 
1931, pages xiv, 314. 


This book is a contribution of first-rate importance dealing — 


with business cycles and the possibility of ameliorating or elim- 
inating them. This does not mean that all of Mr. Martin’s 
conclusions and the steps by which he has reached them will 
be accepted by every economist. It does mean that he has 
written a book which must be read by every student, economist, 
and business man who wishes to acquaint himself with the more 
important studies of the “causes” and “cures” of business booms 
and depressions. 

A caviling and superficial critic might assert that Mr. Martin 
presents nothing new, but merely dresses up more elaborately 
the theory he enunciated in his first book, “The Flaw in the 
Price System” (1924). Such a criticism would be quite unfair. 
This book may be described, accurately enough, as the “Flaw” 
infant grown to maturity. 


Mr. Martin has embodied the results of ten years of faithful, |. 


painstaking research and thinking in his latest book. During 
this period he has had the great advantage of studying a year 
under the guidance and inspiration of Professor Wesley Clair 
Mitchell, who has done more than all other economists to 
clarify and systematize the theories and statistics bearing on 
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business cycles. Naturally the impress of these further studies 
are manifest in a fuller and more accurate exposition as well 


as a greatly improved style. | 

Mr. Martin, after due consideration, accepts the good old 
economic doctrine that general overproduction is impossible 
when means of payment in commodities is meant; but he thinks 
that general overproduction can and does exist when means of 
payment in money is meant. 

His main thesis can best be expressed by a quotation: 

The question with whic this study is chiefly concerned is 
whether or not there can be a general deficiency of purchasing 
power. . . . Usually, in the literature on the question, what is 
here termed a “general deficiency of purchasing power” is re- 
ferred to as “overproduction” or “underconsumption.” 
expression “overproduction” is sometimes objected to by reason 
of its implication that all the needs of the community have 
been met. “Underconsumption,” the term inserted to replace 
it, is not altogether suitable, as laying emphasis on the con- 
sumption of goods rather than upon their purchase. The phrase 
“deficiency of purchasing power” is used in preference to either 
of these two’terms inasmuch as it brings out the essential 


point that goods have to be purchased, and that for this purpose 


an power ’—money in its various forms—is required. 
p. 
The author holds that although a fundamental tendency to 


equilibrium exists between goods for sale and purchasing 
power, this equilibrium is often upset by: (1) additions to or 
deductions from working capital, leading respectively to defi- 
ciency or superfluity of purchasing power; (2) voluntary addi- 
tions to or deductions from the money value of commodity 
stocks held by industry, causing respectively a superfluity or 
a deficiency in purchasing power; (3) additions to or sub- 
tractions from the quantity of money in circulation, causing 
respectively a surplus or a deficit in purchasing power; (4) 
wages paid before and dividends paid after the sale of products, 
causing respectively surplus and deficit in purchasing power. 

Disequilibrium between purchasing power and goods for sale 
causes price inflations and deflations which are accompanied by 
“booms” and “busts” in business. - 

To prevent these ups and downs in business, purchasing 
power must be kept stable. Central banks cannot be expected 
to maintain stability of prices, exchanges, finance, and business, 
with only open-market operations and changing of the discount 
rate to work with. A necessary additional measure is long- 
term planning of public works in all countries. International 
action is suggested to reduce the gold-reserve ratios against 
note and deposit liabilities which are now required by law. 
The author vaguely suggests that the International Labor Con- 
ference should adopt a Draft Convention “providing for the 
maintenance of purchasing power as a means of reducing un- 
employment,” but no hint is given as to how such action could 
be made effective. 

The author pauses at frequent intervals to review and sum- 
marize the steps already covered by him in the development 
of his theses. This is an excellent plan, but there can be over- 
production of repetitions and summaries as well as of wheat, 
rubber, autos and every other good thing. The book would 
be less wearisome to the reader and quite as intelligible had 


. the author exercised more control over his summarizing 


capacity. 
Roya, Meeker’ 


‘Irving Fisher, New Haven, Conn. 
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The Menace of Overproduction—Its Cause, Extent 
and Cure. Edited by Scoville Hamlin, John Wiley 
& Sons, Inc., New York and London, 1930, pages 
x, 202. 


In “The Menace of Overproduction—Its Cause, Extent and 
Cure” the editor offers a cross-section of expert opinion both 
comprehensive and authoritative. 

Stuart Chase, in the foreword, commends the use of the 
symposium form of presenting facts and suggestions for con- 
structive action in this matter of overcapacity and unemploy- 
ment. 

In carefully prepared chapters competent authorities, rep- 
resenting the several industries (coal, petroleum, cotton, wool, 
silk, rayon, radios, steel construction, etc.), describe the faulty 
conditions and the difficulties in each, and offer suggestions 
tending to a solution. The position of our agriculture is dis- 
cussed from two points of view; also the influence of adver- 
tising, our present-day place in world commerce, wastes in- 
herent in too small-scale operations, and the growth of industrial 
and financial units are discussed in other chapters. 

Dr. Virgil Jordan’s treatment of “Overproduction and Busi- 
ness Organization” and Dr. H. S. Person’s “Management and 
Overproduction” are chapters which will be read and re-read 
by the careful student of present-day trends. 

In this mass of evidence are contained the facts which 
indicate the direction in which industry’s leaders must move 
to effect permanent improvement. 

Many causes, in cumulation, have led to the present-day con- 
dition. Although each contributor to Mr. Hamlin’s symposium 
writes from his own background, a most interesting agreement 
on the nature of the handicaps and difficulties and on sugges- 
tions corrective therefor, runs through the writings of all of 
the contributors. In his final chapters the Editor presents more 
evidence of his own and draws a comprehensive summary of 
the constructive proposals of the contributors. In these chapters 
there are developed the ideas (among others) that the cost 
of upkeep of capital is being neglected in present-day prices 
with an unsuspected bad effect upon true income; that the 
conservation of natural resources is no longer a question of 
altruism but is one of absolute necessity if higher and higher 
standards of living are to be enjoyed by the peoples of the 
world; that no longer do the tariff, direct taxation, profits, 
or corporations serve as brakes and governors upon the rate 
of industrial expansion. 

Among the contributors are C. E. Bockus, President, National 
Coal Association; E. P. Salisbury, Statistician, Standard Oil 
Co.; Henry P. Kendall, President, The Kendall Company; A. 
D. Whiteside, President, The Wool Institute, Inc.; Thomas 
B. Hill, President, The Silk Association of America, Inc.; John 
E. Bassill, Vice-President, Tubize Chatillon Corporation; Dr. 
O. E. Baker, Senior Agricultural Economist, U. S. Department 
of Agriculture; Dr. J. G. Lipman, Director, New Jersey 
Agricultural Experiment Station; Herbert H. Frost, President, 
Radio Manufacturers Association; Charles F. Abbott, Execu- 
tive Director, American Institute of Steel Construction; Henry 
Chalmers, Chief, Division of Foreign Tariffs, U. S. Depart- 
ment of Commerce; Paul H. Fassnacht, President, Rudolf 
Mosse, Inc.; Sir Henri Deterding, Royal Dutch Shell Co., 
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Paul T. Cherington, Director of Research, J. Walter Thompson 
Company; Francis H. Sisson, Vice-President, Guaranty Trust 
Company; Dr. Virgil Jordan, Economist, McGraw-Hill Pub- 
lishing Company; Dr. H. S. Person, Managing Director, 
Taylor Society, New York. 

H. V. R. 


Racial Factors in American Industry. By Herman 
Feldman, Harper & Brothers, New York and 
London, 1931, pages xiv, 318. 


No one who is interested in problems of human relations 
in industry, whether these relations are between the manual 
workers of one race and those of another of the same 
color, or between the black race and the white race, the 
oriental and the occidental, or in the relations between 
manual workers and the representatives of the owners, can 
read Professor Herman Feldman’s book on “Racial Factors 
in American Industry” without having his interest stimu- 
lated and his knowledge greatly broadened. Or even if 
the reader should have slight knowledge of industry and 
should his experience be largely in other fields of human 
activity, still would he be stirred deeply by the pictures 
which Mr. Feldman draws of the deep, irrational, and 
bigoted prejudices of the dominant races toward the so- 
called inferior races. 

It would seem as if 190 closely written pages. giving 
most profuse and detailed information about the complex- 
ities of all kinds of human relations in industry would 
exhaust the reader and cause his interest to slacken. The 
very opposite is true because there is such a store of the 
most significant and disturbing information in Mr. Feld- 
man’s book that to the socially conscious reader every page 
is ithportant and stimulating. 

The second part of the book which suggests remedies 
is not only very helpful in suggesting approaches to the 
solution of the problems between races in industry but, 
because of the unusual insight of the writer into human 
maladjustments, much of his discussion can be used to 
advantage by the personnel departments of any business 
to include every problem of human relations. It is a 
temptation to quote freely from such an important book 
but I must confine myself to two as follows: 

“The personnel department in a plant, according to the 
‘best current conception, is primarily an educational agency 
in matters of labor relations. It is its duty to administer 
the agreed-upon procedures in recruiting and maintaining 
a labor force so that efficiency may be obtained; but if 
it cannot influence the policies of the concern to the extent 
of improving its attitudes toward labor and reconsidering 
the established practices, it has missed its distinctive func- 
tion. If the attempt has not been made, the personnel 
manager is an unimaginative or ineffective routineer.” 

“The winning over of that skeleton group of lesser ex- 
ecutives, superintendents and foremen, who for most prac- 
tical purposes decide the conditions under which the mass 
of the workers shall labor is the sine qua non of further 
progress. Without the co-operation of this group, a plant 


"Vice-President, Botany Consolidated Mills, Inc., New York, 
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policy does not function, whatever may be the theory of | 
the matter in the mind of the chief executive or board of 
directors.” 

Not only can this book be used to great advantage as a 
text book in the handling of conflicts between different 
races in industry but chapters eight and nine will be par- 
ticularly helpful to those owners who wish to develop 
dem@eratic policies of all kinds within their plants. 

Of all the books I have read on human problems in 
industry this has been the most stimulating and has come 
closest to my own fourteen years of experience in an 
attempt to develop *complete democratic government, in 
fact, complete workers’ control in the plant of the Columbia 


Conserve Company. 
W. P. Hapcoopn’ 


Management Problems. (With Special Reference to 
the Cotton Textile Industry.) Edited by G. T. 
Schwenning. The University of North Carolina 
Press, Chapel Hill, N. C., 1930, pages xiv, 264. 


The papers by Mr. Henry P. Kendall, of The Kendall 
Company, Boston, alone make this book worth while. His 
enthusiasm for scientific management and the excellent 
illustrations of his applications of these principles to the 
company under his control show what can be done in a 

ther disorganized industry. Other papers, principally 
those of Mr. Bernard M. Cone, of the Proximity Manu- 
facturing Company, and Professor C. T. Murchison, of 
the University of North Carolina, discuss some needed 
changes. 

This book, conceived ve ae as a missionary enterprise, 
can be listed as further evidence of an “awakening South.” 
In this case it happens to be a South awakening to the 
influences and possibilities of scientific management. The 
content, too heterogeneous for treatment in a review and 
in part only of general interest, consists of a series of 
addresses delivered at the University of North Carolina 
during the academic year 1929-1930 and was designed espe- 
cially for and presented to the University of North Carolina 


Student Branch of the Taylor Society. 
Joun J. Haper* 


Studies in the History of Statistical Method. By 
Helen M. Walker, The Williams & Wilkins 
Company, Baltimore, 1929, pages viii, 229. 


As the title indicates, Dr. Walker’s book does not pre- 
tend to offer a systematic text on the historical develop- 
ment of mathematical statistics. It comes closer to being 
a collection of bibliographical notes on the contributions 
to mathematical statistics by the English biometricians 
under the leadership of Karl Pearson and his disciples. 
As such the book is an excellent compendium to the 
earlier texts on the history of the theory of probability 
by Todhunter and Czuber. But preciously little is said by 


*President, The Columbia Conserve Co., Indianapolis, Ind. 
‘The Inquiry, New York, N. Y. 
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' the author in respect to the work done during the past 


fifty to sixty years by Scandinavian, Russian and Italian 
Statisticians, although much of this work is superior to 
that of the Pearsonian school. 

Miss Walker, as a matter of fact, seems to have fol- 
lowed a bit too closely in the footsteps of the English 
biometricians. Professor Karl Pearson, unfortunately, does 
not rank as a high authority on historical matters where 
it often becomes necessary to combine fervent sympathy 
with glacial judgment. The eminent Englishman has 


_ plenty of fervor, bordering on the verge of eloquence, as 


it were, but the glacial historical judgment seems to be 
lacking. | 

Certain critical references by Miss Walker on Tod- 
hunter’s description of the work of De Moivre appear to 
have -been influenced by some of Pearson’s vigorous 
editorials in “Biometrika.” To the present reviewer 
Pearson’s criticism of Todhunter seems picayune, if 
actually not unjust and faulty. 

We all are biased more or less, and Dr. Walker’s 
preference and enthusiasm for Galton, Pearson and their 
disciples is perhaps not any worse than my own prefer- 
ence for the Scandinavian school under the leadership 
of Gram, Thiele, Westergaard and Charlier. But un- 
restrained and indiscriminating admiration is apt to 
magnify the innovator somewhat out of proportion, and 
to fix an iridescent nimbus, a veritable halo of sanctity 
about his head. Such things are apt to wgpen in foggy 
weather. 

Adhering to the adoration of Pearson for Francis Gal- 
ton, Dr. Walker pays, for instance, a glowing tribute to 
the alleged founder of the correlation theory and the 
famous theory of regression. One. might have wished 
that Miss Walker -had mentioned Johannsen’s famous 
experiments on: heredity in “pure lines” from the period 
1903-1910. These experiments have served to take Gal- 
ton’s “law” of regression—down from its pedestal. Inter- 
ested readers might indeed do well to look up the chapter 


,on Francis Galton in Nordenskjold’s “History of Biology” 


after having read Miss Walker. The glacial judgment of 
the. Swedish biologist mingles well with the sympathetic 
fervor of the American pedagogue and gives us a pretty 
good idea of the actual position of Sir Francis Galton 
in biological work. 

Another evidence of rather indiscriminating admiration 
is found in Dr. Walker’s mention of the numerical tables 
of the probability integral by Sheppard and her complaint 
that future authors do not always make “acknowledg- 
ment of the stupendous (italics are mine) labor he (Shep- 
pard) performed that the labors of others might be 
lightened.” | 

This comes, to borrow a striking phrase from Norman 
Douglas, dangerously close to an effort to “further the 
interests of the ego at the expense of the environment.” 
Any ordinary computer could have done this work after 
the previous computations by Kramp, Encke and Glaisher. 
Moreover, since we are discussing historical facts, it may 
be of interest to point out that the Danish actuary, Thiele, 
anticipated Sheppard by more than a decade. For in 
Thiele’s 1889 Danish text on “Almindelig Iagttagelseslaere” 


~ 
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there is also a table of the probability integral in prac- 
tically the same form as Sheppard’s table, the only dif- 
ference being that Sheppard has introduced a common 
factor which equals the reciprocal of the square root of 
two times “Pi,” or 0.3989422. Where lies, one might ask, 
the “stupendous” task in multiplying by this latter num- 
ber, after we have had available since 1889 the table by 
Thiele? 

A large part of Dr. Walker’s text deals with the devel- 
opment in America of statistical work in the realm of 
psychology and education. When we bear in mind from 
former experience the at times specious and ephemeral 
success that has attended elsewhere similar efforts, we 
can well afford to discount the author’s praise of Dr. 
Cattel for instance. Again one may be unduly biased, but 
it seems at least that in comparison with a psychologist 
of the type of Lehman of Copenhagen, for instance, 
(whose work is not mentioned by Dr. Walker) Cattel’s 
work is of preciously little account. 

The above criticisms leave unaltered, however, the fact 
that Dr. Walker’s treatise gives perhaps the best survey 
of the modern English statistical school as yet available 
in handy book form. For many years to come, future 
critics will have to turn to her book as the most valuable 


_ historical information on certain phases of modern statis- 


tical research. One might indeed wish that Dr. Walker 
could be induced to do a similar piece of bibliographical 
research in relation to several of the modern continental 
statistical scholars. 

ARNE FIisuer® 


Present-Day Labor Relations. By Paul F. Gemmill, 
John Wiley & Sons, New York, 1929, pages ix, 


312. 


The purpose of this book, writes the author in his preface, 
is to examine critically the leading types of collective nego- 
tiation, and to review their merits and defects from the point 
of view of employer, employe and the public. In the main this 
promise has been performed with a breadth of outlook which 
gives soundness to the book’s point of view and general con- 
clusions. The central emphasis upon equality of bargaining 
power as one of the important criteria of effectiveness in 
joint relations is good, as is also the insistence that genuine 
provision for disinterested arbitration should be provided. The 
description of plans and types is informing and compact. 

If the book lacks in a certain dynamic quality, that may be 
due to its reliance upon secondary sources. The flavor of the 


study is stronger than the atmosphere of the shop. This tends 


to make the author timid and lacking in self-reliance as to his 
conclusions—where he might with greater effectiveness take 
fuller responsibility himself and show more affirmative courage. 
The otherwise admirable last chapter, to which his philoso- 
phizing is largely confined, suffers in this respect. An argu- 
ment which develops too largely from the quoted support of a 
few selected writers of other books loses in conviction, espe- 
cially to the unconvinced. 


Mathematician, Western Union Telegraph Company, 
New York, N 
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A case in point is the discussion of the social consequences 
of scientific management, where the author quotes only the 
English economist, John A. Hobson; and fails to focus such 
material as is to be found in Hunt’s “Scientific Management 
Since Taylor” or in numerous recent BULLETINS oF THE TAYLOR 
SOCIETY. 

This is a useful and suggestive volume and it should exert 
a healthy influence in the thinking of many executives. Yet 
its internal strategy will, I am afraid, handicap it with this 
important audience. All of us who write on industrial sub- 
jects should, far more consistently than we do, ask ourselves 
as we sit down to write—“Am I writing in this way because 
I enjoy saying it, or because I am sure that written in this 
way it will carry the widest possible conviction?” 

Orpway 


Restriction of Output Among Unorganized Workers. 
By Stanley B. Mathewson, with chapters by Wil- 
liam M. Leiserson, Arthur E. Morgan and Henry 
S. Dennison, The Viking Press, New York, 1931, 
pages x, 212. 


This is the first book to deal in a factual way with the 
extent of conscious restriction of output among unorgan- 
ized workers. The accumulation of evidence is impressive 
and important. Of particular interest to scientific man- 
agement devotees is the discussion of restriction in rela- 
tion to incentive methods of payment and in relation to the 
use of time study. That the relation of the worker to the 
introduction of the refinements of scientific management is 
still an unsolved problem is certainly suggested by these find- 
ings. 

The author has well stated his own conclusions as follows: 

“1. Restriction is a widespread institution, deeply intrenched 
in the working habits of American laboring people. 

“2. Scientific management has failed to develop that spirit 
of confidence between the parties to labor contracts which 
has been so potent in developing good-will between the parties 
to a sales contract. 

“3. Underwork and restriction are greater problems than 
over-speeding and overwork. The efforts of managers to 
speed up working people have been offset by the ingenuity of 
the workers in developing restrictive practices. 

“4. Managers have been so content with the over-all results 
of man-hour output that only superficial attention has been 
given to the workers’ contribution or lack of contribution to 
the increased yield. Attempts to secure increased output have 
been marked by traditional and unscientific methods, while 
the workers have held to the time-honored practices of self- 
protection which antedate time study, bonus plans, and other 
devices to encourage capacity production. 

“5. The practices of most manufacturing managements have 
not as yet brought the worker to feel that he can freely give his 
best efforts without incurring penalties in place of the rewards 
which usually accompany special attention to duty in other 
fields of endeavor. Regardless of how much the individual 
may or may not desire to contribute a full day’s work, his 


*Editor of economic and business books, Harper & Brothers, 
and lecturer on personnel subjects, Columbia University. 
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actual experiences often turn him away from good working 
habits.” 

A somewhat more analytical summary of sensi: conclu- 
sions appears in Professor Leiserson’s excellent chapter. He 
points out that the restriction of output appears to be prompted 
by three types of fear. 

“1. Rate cuts, re-timing of jobs and ‘wage-incentive’ plans 
which require the workers to deliver additional work at lower 
rates of pay; 

“2. Lay-offs, part-time work and protracted periods of un- 
employment which show that the market cannot absorb all 
the labor the wage-earners can give; 

“3. Unintelligent management that depends for results either 
upon driving, economic power and other dictatorial methods, 
or upon appeals to the business interests of the employees 
without understanding that these are not necessarily promoted 
by turning out more work at lower rates of pay.” 

The following conclusions reached by Professor Leiserson 
will be read. with interest and sympathy by all who are familiar 
with the increasing account which scientific management au- 
thorities are taking of the relation of manual workers to 
improvements in production technique. He says: 

“Reasonable regulation of labor output can only be assured 
when the workers have a voice in determining the amount 
they will turn out, just as fair prices can be maintained only 
by allowing farmers and manufacturers intelligently to regu- 
late production. But the standards of reasonableness applied 
to the workers must be checked by the standards of the em- 
ployers. Give and take is needed, and open criticism and 
defense and subjection to public opinion and control in the 
interest of the community.” 

This book merits careful study and a wide reading among 
business men, for it emphasizes a problem which has both 
an ethical and an economic significance—a significance in no 
way lessened because at the present moment output restriction 
is the cry of the entire economic world. 

Orpway TEAp’ 


Case Studies of Unemployment. Compiled by the a 


employment Committee of the National Federa- 
tion. of Settlements, University of Pennsylvania 
Press, Philadelphia, 1931, pages 1, 418. 


This book consists of three parts: a Foreword by Paul 
U. Kellogg, an introduction by Helen Hall, and 371 pages 
of the 150 case studies presented. This is Research Study 
XII of the Industrial Research Department of the Wharton 
School of Finance and Commerce, University of Pennsyl- 
vania, and is edited by Marion Elderton of that institution. 

A review of this book is made very simple by the fact 
that Mr. Paul Kellogg himself does it. I cannot improve 
on his statement that: 


In this book, the settlements of the country offer for 
inspection the makeshift payroll of the unemployed—inti- 
mate loose-leaf records of what families turn in, humanly 
speaking, to take the place of their lost wages. . . 

No such body of concrete cases, lifted from the industrial 
life of America the country over, has hitheto been available. 
They make up a source book of intimate and objective ma- 
terials. Students of every facet of the complex problem will 
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